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Some service man will be interested in this. After 
you have read it, why not send it to your nearest 
camp or hospital library? 














by Thomas P. Brockway 


1. War Every Twenty-Five Years? 

When the Axis Powers have been defeated, the United Nations 
will be faced with the task of building a durable peace. This will 
not be easy since there is only moderate agreement on the tactics 
and strategy of peace. Furthermore allies have a way of falling 
out among themselves once their enemy is disarmed. 

However, we are now farther along the road to international 
cooperation than we were at any time during World War I. An 
unprecedented degree of economic and military teamwork has 
been developed to defeat the Axis. At the same time consider- 
able progress has been made towards laying the foundations of 
post-war order and peace. For example: 


A United Nations relief and rehabilitation agency is already 
active. 

The International Labor Organization, founded shortly after 
World War I, met in May 1944 to consider post-war prob- 
lems of employment and living standards. 

The following July representatives of forty-four nations met 
at Bretton Woods, N. H. to pass on plans for the establish- 
ment of a world monetary fund and a world bank. 

Early in August the United States and Great Britain reached 
an agreement designed to make petroleum a tool of world 
order rather than a cause of conflict. 
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Later in the month representatives of the United States, the 
Soviet Union and Great Britain met in Washington to con- 
sider concrete plans for maintaining world peace. 

In September announcement was made of an international 
conference to deal with aviation. 

These are all encouraging preliminary steps toward world 
order, but much remains to be done if peace is to be established 
on firm foundations. The Bretton Woods plans for stabilizing 
the world’s currencies have yet to be ratified by Congress and 
by other governments. If trade barriers remain as high as they 
were in the thirties, nations will find it as difficult to do business 
with each other after the war as before it. There is a vital organic 
connection between international economic matters and peace 
among nations. A world depression comparable to that which 
gave Hitler his opportunity would certainly create conditions 
more favorable to war than to peace. An imperialistic struggle 
between ourselves and other Great Powers might indeed start us 


on the road to World War III. 


OUR RESPONSIBILITY 
Whether or not these dangers can be avoided will depend to a 
large degree on the United States. The economies of most nations 
in Europe and in Asia will have been dislocated or seriously 
weakened at the end of the war. We ourselves will face serious 
problems in reconverting our industries to peacetime uses, and in 
demobilizing our armed forces and finding them employment. 
But in comparison with the economies of the other Powers, 
ours will be strong, intact and dynamic. If we misuse our favor- 
able position—for instance, to drive for world markets with 
diplomatic backing or threats of force—we shall be heading 
directly for economic warfare, imperialism, and world anarchy. 
Such a course would, in the long run, damage our own economic 
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interests. If, on the other hand, we shape our foreign economic 
policies wisely, we can make a major contribution to world 
peace and to our own prosperity. 

Peace is the first of our long-term interests. The second is a 
prospering economy which will support full employment and a 
rising standard of living. This is easy to say, difficult to achieve, 
partly because as consumers we cannot always afford to buy as 
much as our farms and factories are capable of producing. The 
problem after the war will be complicated by the fact that the 
soldiers will begin looking for jobs just as American manufactur- 
ers and farmers lose their best customer. That customer, the 
United States government, has bought everything that the nation 
could produce, if useful in war, from B-29’s to powdered 


OOS 
eggs. 


WHEN WAR PRODUCTION ENDS... 

If we are to avoid hard times and unemployment when war pro- 
duction ends, it is essential that we find new customers for the 
civilian goods we can produce. It is also essential that we find 
new opportunities for turning new mechanical skills learned in 
war to peacetime uses. The best market for our goods and 
services has always been the United States, and this market can 
be greatly expanded if all our needs are to be supplied. But on 
the basis of our past record and our future prospects it is clear 
that we cannot prosper without a large volume of business trans- 
actions with other nations. 

The problem after World War II will be to increase these 
transactions well above the pre-war level, and even above the 
level of the boom years of the late ‘twenties. By 1929 our invest- 
ments abroad totalled seventeen billion dollars, and in that year 
our foreign trade approached ten billion dollars. But with the 
depression of the early ‘thirties new trade barriers such as our 
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Smoot-Hawley tariff, exchange controls and measures for achiev- 
ing self-sufficiency paralyzed business among nations. The world 
economy broke up into national economies. If these devices of 








economic nationalism remain in effect after the war, there is 
little prospect that the exchange of goods and services between 
nations will contribute much to our prosperity or the world’s 
prosperity on a peacetime basis. 

As already suggested, the United States will be in an economic 
position after the war to play a very important role in fashioning 
the world economy. But if we want to open the world’s markets, 
we shall have to change some of our own pre-war policies and 
practices. In particular if we want to sell more goods we shall 
have to buy more goods, for international trade is a two-way 
proposition. If we are prepared to expand our imports, we can 
expect other nations to be more willing to buy our exports. But 
if we continue to deny in practice that fair reciprocity is essential 
to transactions between nations, the post-war economy may be as 
paralyzed by economic nationalism as was the economy of the 
*rhirties. 


PEACE AND PROSPERITY 

Peace and prosperity are closely and intricately linked. In the 
late "twenties, when times were good, world peace seemed to 

be in little danger in spite of international stresses and strains. | 
Optimists asserted that a structure of world order was growing 
out of international conferences and the activities of the League 
of Nations. But with the depression this hopeful trend was re- 
versed. Everywhere, each national community sought to find its 
own solutions to economic problems, regardless of the conse- , 
quences to others. And in some prosperity was sought at the end , 
of a bayonet. Japan seized Manchuria in 1931 and embarked on 
the conquest of the rest of China in 1937. The Nazis began I 
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rolling up votes, Hitler came into power in 1933, and Germany 


entered upon its career of conquest with the seizure of Austria 
in 1938. Mussolini plotted and then carried through the annexa- 


tion of Ethiopia. 


World depressions do not necessarily bring Hitlers into power, 
but they create suffering and resentments that political adven- 
turers can exploit. Without the depression it may be doubted 
that the Nazis would have become masters of Germany in spite 
of the lost war and the Treaty of Versailles, Without the depres- 
sion it is even possible that the military party in Japan would 
have failed to gain mastery over the Japanese government. 

This is by no means intended to suggest that hard times are 
the only cause of war, or necessarily the main cause of war. 
There is little doubt, however, that we stand a better chance of 
establishing world order if we can avoid another world depres- 


sion. If each nation could 
avail itself of the clear ad- 
vantages of exchanging 
goods and services with 
other nations, each could 
share in the amazing 
achievements of modern 
technology. This would 
mean a higher standard of 
living for millions of per- 
sons throughout the world. 
It is possible that peace can 
be attained more surely in 
this way than by a perma- 
nent crippling of enemy 
countries or universal re- 
nunciations of war. 


An ill-fed world listens to Mars. 

























This discussion will raise certain questions about the role of the 
United States in the post-war world economy—particularly with 
respect to foreign investment, trade, shipping and aviation. Its aim 
is to consider the relation between our own economic practices 
and policies on the one hand and world order and peace on the 
other. The following chapters offer no neat blueprint for a 
brave new world. They are written, however, on the assumption 
that the peace can be won if enough of us work at it together. 
The alternative appears to be brief intervals of prosperity fol- 
lowed by long periods of depression and unemployment, which 
may easily lead to new world wars—the repetition of our tragic 
mistakes of the past. 

















2. Business in Uniform 


“Getting back to normalcy” has aroused less enthusiasm as a 
post-war aim this time than it did twenty-five years ago. The 
explanation may be that it is difficult to recall when we had 
“normalcy” or whether we liked it. But we won’t get back to it. 
‘The change from war to peace will be universally acclaimed, but 
it is now widely recognized that the world will have changed, 
perhaps slightly in some respects, undoubtedly greatly in others. 

What are the features of our wartime economies which may 
have continuing effects after the war? The basic fact of course 
is that for the duration the economy of every belligerent and 
occupied country is subject to the orders of one war machine, 
and, in all probability, vulnerable to the bombs of the other. 
Our own economy has been spared the bombs, and its conspicu- 
ous wartime characteristic is its amazing capacity to produce, in 
spite of shortages of men and materials. For the other belligerents 
the war has brought or will bring varying degrees of deprivation, 
dislocation and destruction as a consequence of blockades and 
shipping losses, bomb-damage and battle itself. 

Yet, in spite of shortages of men and materials and the direct 
injuries of war, the world may now be producing more than at 
any time in its history. What are the techniques that have 
achieved record production in wartime? Can they be at least 
partially utilized in building our, peacetime economy? Of partic- 
ular importance are first the. technological factor, second the 
expansion of industry, third the role of government, and finally 
the expedient of international planning and pooling of resources. 
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TECHNOLOGY 
Technology is a tool of modern industrial society only partially 
utilized in peacetime, more fully utilized in wartime. New 
inventions may appear commercially unprofitable and so remain 
filed away and forgotten until war comes. Then costs and profits 
scarcely matter, and the invention may be put into production. 
Or new discoveries are patented by one nation and kept from 
general use until war frees the enemy to copy the product or 
seize the patent trom the files of a foreign branch office and put 
it to use. Finally belligerents are frequently cut off from strategic 
materials and technical assistance. They are thus forced to invent 
substitute materials and work out new techniques for themselves. 
For example, German chemists during two world wars have 
learned how to make many vital materials out of coal, including 
rubber and oil. In this and other ways, belligerents have increased 
their self-sufficiency and reduced the effectiveness of blockade 
as a War weapon. 

The rapid growth of synthetics during the war raises an 
important question for post-war trade. Most wartime substitutes 
are uneconomic; that is, they cost more to make than the originals 
which they replace. In what circumstances, then, is a country 
likely to continue to substitute domestic synthetics for the 
original imported products? Some of the synthetic fibres Ger- 
many has used in textiles, for example, cost more than cotton. 
The question is whether Germany will become a market for 
cotton again, or continue synthetic production. If Germany, or 
any other nation, is primarily interested in preparing itself for 
World War III, or if the synthetics interests can keep cotton out 
of the country by means of high tariffs, then wartime makeshifts 
will continue. The result would be unfortunate for our cotton 
growers in particular, and would clearly interfere with the revival 
of international trade in general. 
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EXPANSION OF INDUSTRY 
Similarly the development of industrial skills and the expansion 
of industry are likely to influence the nature of trade after the 
war, For example, Japan’s industry was once dependent on the 
United States and Germany for a substantial volume of special 
steels, ball-bearings, precision instruments, designs and technical 
assistance. During the war the few German blockade-runners 
that have reached Japan almost invariably carried speciai steels, 
models of guns, blueprints and occasionally a German engireer. 
But this assistance has been negligible, and Japan has been forcea 
to develop new industrial techniques and designs to keep her war 
production going. The consequence is likely to be a change in 
the nature of Japan’s dependence on the West after the war. 


INDUSTRIALIZATION AND FOREIGN MARKETS 

Another development of the war is the rapid industrialization 
of nations that were mainly agricultural before the war. A 
number of Latin American countries have learned to manufacture 
articles that neither the United States nor Britain could supply 
in wartime. Canada and Australia have made great strides in 
industrial production. Within a year after the fall of France, 
when the United Kingdom ceased supplying her partners with 
aircraft, Australia began turning out combat planes entirely 
manufactured on her island continent. It is interesting to note 
that while these Commonwealth nations have been industrial- 
izing, the United Kingdom has substantially increased its agricul- 
tural production in order to offset the menace of German 
submarines to the food supply, and to release shipping for other 
war purposes. This development may change the pattern of 
Empire trade, for England formerly imported most of her food, 
and counted on the Empire to buy her manufactures. 

Some concern has been expressed in the United States that the 
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industrialization of hitherto undeveloped countries is likely to 
shut us out of foreign markets. This is indeed a possibility if 
international trade cannot be made mutually advantageous after 
the war. But there is strong evidence in support of the view 
that our best markets after the war will be industrial nations 
whose standards of living are high, rather than poor agricultural 
countries that are still puzzled by a monkey-wrench. It should 
be noted that Great Britain, one of the most highly industrialized 
of all nations, has always been our best customer. On the other 
hand, China with her 400 million people, and limitless needs, has 
been unable to buy much from us. 

It is true that newly-industrialized nations will not need to 
import the same manufactures as before the war. But industrial- 
ization is an endless process, and at every stage Canada, for 
example, will turn to the more advanced industrial nations for 
machinery and machine-tools, if not actual technical assistance. 
And since industrialization always means an increased national 
income, and generally a rising standard of living, Canadians will 
be able to buy more goods from abroad than before. 


ROLE OF GOVERNMENT 
If the high level of world production in wartime is to be credited 
mainly to the remarkable development of modern industry and 
technology, it is important to note that in every country the 
government has played a dominant role in planning, directing 
and financing the operation of supplying the war machine. Above 
all the government has been the customer with almost unlimited 
demands and purchasing power. This was of course no innova- 
tion in the Soviet Union or the Axis countries where the state 
had taken over the operation or control of industry long before 
the war. It was something of an innovation for us, and for this 
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reason many people in this country expect government controls 
to vanish with the peace, both here and abroad. 

This expectation is unlikely to be wholly realized. The trend 
toward state control of industry, banking and foreign economic 
relations has been visible for several decades. It was accelerated 
by the depression, and again by World War II. The legacy of 
the war itself will include problems that cannot be solved by 
private enterprise without varying degrees of government plan- 
ning, decision and money. This applies particularly to the tremen- 
dous tasks of reconverting industry to civilian production and 
reconstructing devastated areas. 


POST-WAR ECONOMIC CONTROLS 

In the United States we may expect a considerable relaxation 
of economic controls, partly because we are in a stronger position 
economically than other nations, and can risk leaving more 
decisions to the law of supply and demand. But in genera! che 
war will have encouraged the trend toward “statism” or state 
action and control in economic matters. In particular the econ- 
omies of the defeated powers will have to remain under strong 
central authority if they are to meet their international obliga- 
tions and function under the terms likely to be imposed upon 
them. The occupied countries, and the beleaguered countries, 
like China, will be similarly compelled to make and execute plans 
which in part or in the main would not appeal to private capital 
as a promising risk. Even in England, where before the depression 
economic life was proverbially free of government “interfer- 
ence,” post-war planning forecasts substantial government initia- 
tive and control both at home and in empire and foreign 
economic relations. 

This trend toward “statism” in some nations does not neces- 
sarily spell misfortune for other nations. If the purpose of state 
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planning and control is the achievement of military self-suffici- 
ency, or the protection of uneconomic interests, it is obvious 
that both the world economy and world order will lose by it. 
If, however, the purpose is an expansion of the national economy 
directed toward higher living standards, trade with other nations 
would necessarily be provided for. For example, recent reports 
indicate that the Soviet Union plans to depend to a greater degree 
on purchases from other nations than before the war. Following 
his trip through the U.S.S.R. in the summer of 1944 Eric 
Johnston, president of the United States Chamber of Commerce, 
reported with some enthusiasm on the prospects for our own 
post-war trade with Russia. 


INTERNATIONAL COOPERATION 
Indeed, the war experience itself points to the possibilities of 
effective cooperative action between economies under varying 
degrees of government control. In fact an important element in 


the Allies remarkable war production record is the joint planning 
and pooling of resources that has characterized United Nations’ 
effort. Combined Boards in Washington have allocated raw 
materials, production, shipping and finished munitions in order 
to make effective use of the resources and skills of the Allies. 
Similarly Lend-Lease and Lend-Lease in Reverse have strikingly 
illustrated the possibilities in cooperative action on the basis of 
an international division of labor. By these various means, each 
Ally has been able to concentrate its productive efforts on the 
tasks it could perform efficiently. By these means also, the great 
financial and productive power of the United States was turned 
against the Axis long before our military forces were ready 
to strike. 

How much of this international machinery will survive the 
war is a question. Ordinarily international trade is itself an 
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effective means of realizing the advantages of an international 
division of labor. It is possible, however, that certain raw 
materials, such as rubber, may remain in short supply for some 
time after the end of the war. It may be desirable, therefore, 
to continue an international allocation of such materials to the 
various nations on the basis of need so long as shortages continue. 


CONTROL OF VITAL COMMODITIES 

If world security is to be established, it will be essential to 
maintain permanent, firm international control over the distribu- 
tion of certain vital commodities without which war could not 
be waged. A first step has already been taken toward bringing 
petroleum under such control. On August 8 the United States 
and Great Britain signed an agreement on oil, later to be the 
subject of general international discussion. ‘The agreement pro- 
vided for a temporary Anglo-American commission to study 
world oil needs, production and distribution. The peacetime aim 
of the agreement is to insure that all nations can buy oil at a fair 
price without discrimination, but considerations of military 
security will outweigh the factor of profit in the decisions of the 
commission. It will be recalled that Japan, at the time of its 
attack on Pearl Harbor, had stockpiles of aviation gasoline largely 
made from oil supplied to it by its present enemies. 

To return to our initial question as to how different the world 
will be after the war, it is apparent that no clear-cut answer can 
vet be given. The answer will be largely influenced by decisions 
still to be made by us and by other nations. We and they can 
use our economic power to contribute to an expanding world 
economy, or pursue policies of economic nationalism through 
which the advantages of an international division of labor will 
be lost to everybody. We and they can admit that certain mat- 
ters, such as commercial aviation, radio and shipping, are of 
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international concern, or embark on careers of economic im- 


perialism. 

Some of these decisions are now being made, some will await 
the full return to peace. If we base our own decisions on our 
essential interest in both peace and prosperity, there is some 
prospect that changes in the post-war world will benefit both 
ourselves and other nations. 





3. Transition to Peace 


Global war is likely to end as it begins—piecemeal. In a sense 
World War II began with Japan’s seizure of Manchuria, and 
it may end with Japan’s expulsion from Manchuria. Between 
these two events will lie Europe's “age of Hitler” from the Nazis 
rise to power to the German surrender. Thus before the defeat 
of Japan, and while we are still fighting, Axis Europe will have 
arrived at the post-war era, as will the Soviet Union, unless it 
joins us in the war on Japan, But even after the defeat of all the 
Axis Powers military occupations will postpone the full return 
to peace, and will postpone it longer in some areas than in 
others. 

It is important to understand this time factor and to realize 
that the economic decisions which this and other nations make 
in the period of transition will help to set the pattern of world 
economics for many years to come. During the transition period 


problems connected with economic administration will arise nearly 


everywhere, although with varying degrees of acuteness; and in 
some nations these problems will carry over until well within the 
post-war era. 

One of the first transition tasks is relief and rehabilitation. 
Early in the war a number of governments-in-exile with funds 
in London and New York began tackling this problem on their 
own, The result was that their purchases for stockpiling and 
post-war delivery threatened to tie up materials immediately 
required by the armed forces and ultimately needed by other 
nations as they were freed from Axis rule. 
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UNRRA—WHAT IT WILL DO 

In recognition of both the dangers and the inadequacy of 
individual national effort, the United Nations Relief and Reha- 
bilitation Administration (UNRRA) was set up during 1943. 
Late in the year the Council of UNRRA, comprising representa- 
tives of forty-four nations, met at Atlantic City “to map out a 
program of joint operations on a global scale.”* During 1944 the 
Administration has been preparing to provide United Nations 
areas with emergency supplies and services. A second meeting 
of the Council was held in Montreal in September. 

For our purpose it is important to note what UNRRA is to do, 
and what it is not to do, in the transition period. In the first place 
UNRRA’s primary aim is to furnish assistance to United Na- 
tions’ areas rather than to ex-enemy or enemy countries, and 
then only if requested to do so by the country concerned. Thus 
Italian relief problems remained the responsibility of the Allied 
military authorities far into 1944, and French relief matters have 
been handled largely by the Committee of National Liberation. 

Second, UNRRA decided at Atlantic City to meet immediate 
emergency needs only, rather than to involve itself in problems 
of fundamental economic reorganization as some had hoped. 
Specifically UNRRA undertook to furnish liberated areas with 
such goods and services as food and clothing, medical supplies, 
seeds and fertilizer, and technical assistance in putting water and 
power systems into operation. Third, the Administration depends 
on existing national and international war agencies, such as the 
Combined Food Board, for supplies; and in most cases actual 
distribution will be handled by local and national authorities. 
Finally, the military authorities will not admit UNRRA for at 
least six months after an area has been freed. 


*Vera Micheles Dean, “UNRRA—A Step Toward Reconstruction,” 
Foreign Policy Reports, January 1, 1944. 








WHAT UNRRA CANNOT DO 

These facts suggest the restricted nature of UNRRA’s job, as 
does its estimated budget of well under three billion dollars for 
two years. We are faced with tremendous problems which 
UNRRA cannot meet. First there is the relief job in areas where 
UNRRA will not operate. Reports from Italy in September 1944 
indicated that emergency relief needs had not been met by the 
occupying authorities, that disease and particularly infant mor- 
tality were on the increase, and that virtually nothing had been 
done to get normal economic life started. Recently appeals to 
UNRRA to undertake relief in Italy were made by officials of 
the American Relief for Italy Society, and a modest allotment of 
fifty million dollars was made for that purpose. Second, beyond 
UNRRA’s scope is the gigantic task of rebuilding necessary in 
most of Europe and Asia before we can think again in terms of an 
active world economy. The responsibility for this job will fall 
primarily on the individual nation. But without foreign assistance 
many war-torn areas might spend years vainly trying to solve 
the elemental problem of mere survival. 


WHAT WE ARE DOING 
Our own contribution to this world problem of reconstruction 
is worth some attention if only for the reason that we cannot 
achieve either security or well-being in a world made up of 
slums and tobacco roads. The United States has given generously 
to many relief agencies, and its contribution to UNRRA was 
set at $1,350,000,000. But there is a wide gap between emergency 
relief and the rebuilding that is essential to genuine recovery. 
The European nations that have funds safely held abroad, like 
France, will be able to pay for the foodstuffs that were flown 
into Paris and trucked in elsewhere. They may also be able to 
pay for materials required to get their industries started. But 
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UNRRA has wound up its affairs. 

American capital will be available for additional private and 
governmental loans. But before financial transactions are possible, 
the United States could greatly hasten the recovery of devastated 
areas by the judicious use of surplus military stores and equip- 
ment whenever these are no longer needed for military purposes. 
As each of our enemies surrenders, the United States Army will 
have at hand millions of tons of reserve foodstuffs, lumber, tents, 
rails, bulldozers, trucks, and a thousand other articles of equal 
importance in war or peace. The bulk of these stores will not 
be needed elsewhere, they will have served their purpose, and 
they might well be written off and turned over to UNRRA 
or to responsible local or national authorities, wherever it was 
clear they would expedite the return of “normal” life. This 
immediate physical contribution to Europe’s recovery, and later 
to Asia’s, would be particularly useful in view of probable delays 
in re-establishing trade channels, and a probable shortage of 
shipping space for a year after the end of hostilities. 


BRETTON WOODS CONFERENCE 
Two international agencies considered at Bretton Woods, N. H.., 
in July 1944 should contribute to world recovery, if they are 
approved by Congress and. by other governments. The first of 
these proposed agencies is the International Monetary Fund. 
The immediate aim of this fund would be to hasten the resumption 
of commercial trade between nations. This it would do by assist- 
ing member nations to establish the value of their currencies, and 
make such changes of value as are necessary in an orderly way. 
Although the Monetary Fund was designed as a permanent fea- 
ture of the world economy, it was expected to play a particularly 
valuable role in the critical years of post-war readjustment. Dur- 
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foreign loans will be needed by many nations even before 







































ing this period many nations would be unabie to establish the 
purchasing power of their currencies in the world market without 
some assistance from the stronger nations. The occupied coun- 
tries, for example, such as Greece, might be unable to obtain 
needed supplies for many months without the temporary assist- 
ance of the Fund. To achieve this end every nation is expected to 
contribute to the Fund according to its financial strength. The 
total Fund is to be 8.8 billion dollars, of which the United States 
is asked to contribute 2.75 billion, Great Britain 1.3 billion and 
the Soviet Union 1.2 billion. These pooled resources are intended 
to hasten the resumption of commercial relations between nations 
and thus to hasten world recovery and contribute to world order. 

The second agency considered at Bretton Woods was the 
International Bank for Reconstruction and Development. This 
bank will be referred to at greater length in the following chap- 
ter. It is enough here to say that it would arrange loans for 
reconstruction purposes at reasonable rates, and in some cases 
take risks that no private bank could afford to take. Again the 
theory is that a pooling of resources of all nations would speed 
up world recovery, and thus contribute to the peacetime pros- 
perity on which world order will depend. 


PROBLEMS OF RECONVERSION 
Merged with reconstruction will be the problems of demobiliza- 
tion and reconversion of industry to peace production. These 
problems will of course be most difficult for the defeated Powers, 
since their economies are now almost wholly military but will 
become of necessity wholly non-military. The degree of demo- 
bilization and reconversion for ourselves and our Allies will be 
determined in part by the extent of military occupation and 
policing. It will be determined in part also by the degree to 
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which international security provisions reduce the necessity for 
national defense measures. . 

Our own military expenditures have begun to decline, and 
the process of reconversion has commenced with the cancellation 
of war orders. However full civilian production may not be 
attained for some time and this transition period presents a danger 
both to our own economy and to world recovery. If the history 
of 1919-21 is repeated (in modern dress) the disparity between 
supply and demand will send prices sky-high, wages will soar, 
and we shall enter upon an inflationary boom whose early col- 
lapse will bring a severe if short-lived depression. This happened 
with the termination of government controls almost immediately 
after World War I. It may happen again since there is today 
widespread demand for the abandonment of wage and price 
controls, labor leaders demanding the former, businessmen the 


latter. 


TO PREVENT INFLATION ... 
Memory of the 1919-21 experience has led to various proposals 
designed to avoid an inflationary boom in the transition period. 
One such proposal was made in June 1944 by William L. Batt, 
Vice-Chairman of the War Production Board. After warning 
against the inflationary threat Mr. Batt urged that businessmen 
themselves formulate private price policies to meet the danger. 
In effect this was saying that even if demand greatly exceed 
supply, manufacturers and farmers should agree to sell their 
products at a price well below what the public, including foreign 
bidders, would pay. To carry out this suggestion, the producers 
would have to exhibit a remarkable degree of self-restraint. Also 
they would need police powers to crack down on rugged individ- 
ualism within their ranks and to prevent the rise of black markets. 
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THERE WAS A POST-WAR INFLATION IN 1919-20 
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A more likely suggestion is that careful planning permit suf- 
ficiently rapid conversion to meet the pent-up demand for civilian 
goods. This would undoubtedly bring production nearer the 
level of demand. But the swiftest possible reconversion may still 
fail to meet the sum total of the following types of demand: 


(1) The American public, with plenty of cash and savings, 
will be demanding a wide range of articles it has been unable 
to buy, from egg-beaters to automobiles. 

(2) Relief and reconstruction needs abroad will rise to a 
peak during the transition period. 

(3) Dollar balances of South Americans and others who 
have supplied us with vast quantities of strategic materials 
will be available for the purchase of American goods that 
could not be supplied during the war. 


CONTINUE ECONOMIC CONTROLS 
A third proposal more likely to protect us against inflation was 
submitted to the ILO conference in Philadelphia last May by 
representatives of American industry. The proposal was that 
such economic controls as rationing and price and exchange 
regulations be retained as long as shortages exist and that the 
controls be abandoned as soon thereafter “as is consistent with 
the public welfare.” In particular it may be necessary to control 
the release of foreign dollar balances and exports of scarce com- 
modities until the transition has been effected. A certain amount 
of rationing may also be required. In the summer of 1944 spokes- 
men of the shoe industry, for example, conceded that rationing of 
shoes would have to be continued for some time, contrary to 
earlier hopes. Inventories of shoes have declined, production is 
only moderate, and UNRRA is likely to need any surplus created 
by cuts in military requirements. The continuation of controls 
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will be resented in some quarters, but if they prevent inflation 
of the 1919-20 type, they will be justified. The beginning of a 
boom-and-bust cycle would delay our own adjustment to peace 
and seriously interrupt the progress of reconstruction abroad. 

In summary, the transition period between war and peace will 
not be swift, clear-cut and easy. However, intelligent decisions 
can shorten the period and contribute to the establishment of de- 
sirable international economic relations. These decisions will call 
for continued cooperation between government and business at 
home. Incidentally this would be facilitated by greater efficiency 
on the part of government as well as by more enlightened self- 
interest on the part of business. On the international front these 
decisions will call for continued cooperative action both in 
emergency measures and in fundamental economic processes 
whenever and wherever national action would be inadequate or 
injurious to the common interest in the post-war world. 




















4. Foreign Loans and Investments 


In order to accomplish the tremendous shift from war to peace, 
a majority of the nations, including the U.S.S.R., Great Britain 
and China, will require financial aid in the form of credits, loans, 
or direct investments. Quite apart from the war, however, foreign 
loans and investments are a normal and essential element in a 
functioning world economy, and they will have an important 
bearing on the future of international economic relations and on 
world order itself. Since the United States has become the 
world’s leading banker, and just now almost its only banker, 
it is essential that we examine our role in this light. 

Between World War I and the depression our new long-term 
loans to foreign countries rose fairly steadily from $371,000,000 
lent in 1919 to more than one billion lent in 1928. During the 
same period our direct investments in foreign enterprise, or in 
American enterprise in foreign countries, rose from $94,000,000 
placed in 1919 to more than half a billion placed in 1929. The 
result was that our total long-term capital placed abroad (exclud- 
ing war loans) rose from 6.5 billion in 1919 to more than 15 
billion in 1930. With the depression, and on through the ’thirties, 
our foreign investing virtually ceased, and our loans to foreign 
countries were neglible in amount. Nevertheless in 1939 we still 
had over ten billion dollars placed abroad. More than half of this 
amount was direct investment in enterprises which were (or 
might be after the war) probable assets. On the other hand, 
many of our foreign loans were not (and would not be) worth 
more than a few cents or dimes on the dollar. 




















OUR RECORD AS A LENDER 

Before examining the post-war outlook for the export of capital, 
it may be well to recall that our record as a lender has been 
somewhat spotty. The debt problem hanging over from World 
War I was terminated by general default when the depression 
paralyzed international transactions, but we had collected little 
even during the boom years. Much of our private lending in the 
‘twenties was only temporarily profitable, and some of it sup- 
ported unsound business practices abroad, contributed to the 
onset of the depression, and created international friction and 
ill-will. 

In the decade after World War I foreign nations needed and 
sought American capital, frequently for legitimate purposes. But 
we had plenty of money to lend, and the handsome return on 
foreign loans led to high-pressure salesmanship on our part which 
encouraged unnecessary and unsound borrowing abroad. Loans 
were often made in Latin America without consideration of 
the purposes for which they were to be used, or the possibility 
of repayment. Unsound economies were artificially supported, 
and governmental extravagance encouraged. 

Our loans to Germany financed a spurious prosperity in that 
country. They did indeed enable Germany for a time to pay 
reparations to France and Britain and this in turn permitted 
France and Britain to pay us something on their war debts. But 
having helped to set up a complex European structure dependent 
on our export of capital, we abruptly cut off the loans in the 
middle of 1928 partly because speculative profits in New York 
looked better. By lending too much and then lIending nothing, 
we contributed to the European collapse in 1929, which in turn 
increased the severity of the depression in this country. 

Throughout the ‘twenties we were insisting on the repayment 
of the war debts, and throughout the ‘thirties New York made 
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strenuous but frequently futile attempts to get some return on 
boom loans to Latin America. But unfortunately for our role 
as an international banker, and quite apart from occasionally 
irresponsible and short-sighted lending practices, our balance of 
international payments did not make it easy for other nations to 


THE INTERNATIONAL BALANCE SHEET 
Our international balance of payments is simply a statement of 
all the credits and debits in our account as a nation with the rest 
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of the world. For example, our exports bring us in income from 
abroad, and this income is listed as a credit item; whereas the 
payment we make other nations for our imports is listed as a I 
debit. This appears very obvious, but unfortunately international 
transactions run into an added difficulty: each nation has its own 
currency. When we sell goods to foreigners we want dollars in 
return, for it would be awkward to be paid in rubles or yuan. 





32 














But foreigners can get dollars only by selling us something 
(including gold, if they have it) or by borrowing from us. 
Therefore our total credit items can be no larger than the total 
debit items in our balance of international payments. If we are 
not importing much, or spending dollars abroad as tourists, or 
lending, then at some point foreign nations will be unable either 
to buy goods from us or repay loans they may owe us. 


HOW FOREIGN LOANS ARE REPAID 

Now our foreign loans supply other nations with dollars at the 
time the loan is made, and frequently these dollars are spent for 
American goods. But in the long run the foreign borrower will 
need more dollars than he received, since he must repay the loan 
with interest. How can he get these dollars? So long as his credit 
is good, he can pay off old loans with new loans, but that may 
only postpone the final reckoning. We will of course take his 
gold, but there are few gold-producing areas in the world. He 
may of course be able to “buy dollars” from another foreigner 
who has managed to collect more dollars than he needs. The 
remaining possibility is that the foreign borrower can get dollars 
by selling us something or by performing some service for us, 
such as carrying our goods in his merchant ships. But if we insist 
on carrying all our foreign trade in our own bottoms, and refuse 
to buy foreign goods, our foreign loans are certain sooner or 
later to be defaulted. 

Between the two wars Great Britain proved to be a more 
successful international banker than the United States because 
she made pounds freely available to her debtors. This she did by 
importing much more than she exported. The difference, amount- 
ing in some years to as much as one billion dollars, supplied 
foreigners with pounds sterling with which they could pay off 
their debts, including interest, to London bauks. It is true that 
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during the ‘twenties we made dollars available by successive 
foreign loans, but this permitted us to export much more than 
we imported. After 1929 these loans were freely defaulted. 


GOLD IN THE U.S.A. 

During the ‘thirties great quantities of gold was shipped to the 
United States. Part of it came over seeking safety from the Nazis, 
part of it came because sufficient United States dollars to meet 
foreign needs could be obtained only by selling us gold. As a 
result we now have more than two-thirds of the world’s supply 
of monetary gold. Foreign reserves were depleted by this trend, 
and we were forced to bury our overflow of the metal at Fort 
Knox where at least it must provide a livelihood for a squad of 
night-watchmen. 

If we are to continue to be the world’s banker after the war, 
we shall have to introduce a larger element of responsibility in 
our lending, and also permit foreign nations to pay us what they 
owe by accepting their goods and services. Otherwise the Amer- 
ican public, having been taken in during the ‘twenties, is unlikely 
to put up the money for new loans; and foreign nations, if they 
can manage otherwise, will decline to deal with us. A Canadian 
recently wrote in Foreign Affairs that the experience of our 
European and Latin American debtors has been so unfortunate 
“both from the viewpoint of their own domestic stability when 
the loans ceased to be available and the spurious economic struc- 
ture they supported collapsed, and from the viewpoint of the 
international friction and national humiliation which resulted 
when the inevitable defaults occurred—that the one thing most 
of them want above all to avoid is a repetition of this experi- 
ence.”* 


*Louis Rasminsky, “International Credit and Currency Plans,” Foreign 
Affairs, July 1944. 
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OUR GREATER SENSE OF RESPONSIBILITY 
However, the future is less dismal than the past from the point 
of view of foreign lending, and this is fortunate in view of the 
demands that will have to be made on our financial assistance in 
the post-war years. In the first place, a high level of economic 
activity in this country after the war will almost automatically 
mean substantial imports, a resumption of the tourist trade, and 
other debit items favorable to our role as a banker. This is dis- 
cussed in later chapters. Second, we have begun to take our role 
as the financial center of the world with greater responsibility 
than in the ‘twenties. 

This responsibility was effectively demonstrated in our institu- 
tion of Lend-Lease. We helped finance the Allies in World 
War I, and then by our tariffs of 1921, 1922 and 1930 made 
repayment extremely difficult for some nations, impossible for 
others. That is, we kept out the goods the payment for which 
would have supplied the dollars necessary to repay the loans. 
In this war instead of lending our Allies money, we are sending 
them goods on lease or loan. This has clearly not been a com- 
mercial transaction but an expedient for defeating the common 
enemy. Valued at nearly twenty-five billion dollars up to April 
1944, Lend-Lease supplies constituted a contribution that only 
we could make, partly because of our skills and resources, partly 
because the United States has not been a target for bombers 
or a battlefield. 


SIGNIFICANCE OF LEND-LEASE 
In negotiating Lend-Lease agreements, the United States has 
stated the principles on which final settlements with our Allies 
shall be based. Under these principles the squaring of accounts 
may include payments to the United States, return of goods not 
expended in the war, and cancellation of Lend-Lease costs against 
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the cost of goods supplied us through Lend-Lease in Reverse. 
But undoubtedly the actual money repayment will be small. 
Primarily the settlements are intended to win our Allies’ cooper- 
ation in opening the world economy to our trade and that of all 
nations. In this way Lend-Lease has enabled us to make our 
maximum contribution to the war without clouding the future 
with unprofitable political controversies and debts that could 
never be paid. 

Parenthetically it may be said that if the United Nations are 
as far-sighted in their dealings with the defeated Axis Powers 
as we were in devising the Lend-Lease system, no financial 
exactions will be imposed on Germany or Japan. After World 
War I the Allies imposed enormous reparations charges upon a 
republican regime in Germany and then refused to accept Ger- 
man goods, the only coin in which the republic could pay. But 
it was years before the Allies admitted that they couldn’t expect 
the impossible and reduced reparations demands to a reasonable 
figure. If the Allies want enemy goods and services to assist them 
in restoring devastated areas, that penalty could be imposed and 
collected. But no large penalty in terms of gold or foreign cur- 
rency could be collected, and nothing weakens peace terms more 
than the inclusion of absurd demands. 

In addition to Lend-Lease we have exhibited our coming of 
age as a creditor or lending nation in a number of ways. 
(1) Some time ago the government established an Export-Import 
Bank to finance, or to arrange the financing, of trade with other 
nations. This government agency scrutinized requests for loans 
with great care, and in cooperation with the principal New York 
banks introduced a high degree of responsibility in our financial 
dealings, particularly with Latin American countries. (2) More 
recently the United States has joined with other American repub- 
lics to set up an Inter-American Development Commission to 
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arrange the supply of capital for promising industrial projects 
in Latin America. How important this Commission will become 
is not certain, but it is a cooperative venture which might in 
time soften the straight debtor-creditor relationship between 
ourselves and the Latin American republics. (3) The United 
States has played a dominant role in promoting the establishment 
of international agencies dealing with money and loans. 


THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 
The need of such agencies led to the financial conference at 
Bretton Woods to which reference has already been made. 
In addition to financing reconstruction in member countries, 
the proposed world bank is intended to serve the international 
economy on a permanent basis. Primarily, said Lord Keynes, 
head of the British delegation, the bank would seek 


to develop the resources and productive capacity of the world, 
with special attention to the less developed countries, to make 
the resources of the world more fully available, and to promote 
and maintain equilibrium in the international balance of pay- 
ments of all countries. 


If established, this world bank would lend capital furnished 
by governments, banks and private investors, as well as make 
loans from its own funds (set at 9.1 billion dollars); it would 
supervise the spending of borrowed money; and would guarantee 
the loan’s repayment. 

Like the Monetary Fund, the bank would te supplied with 
capital by the member nations in accordance with their financial 
resources, Thus the United States would contribute just over 
three billion dollars, about one-third of the total, and it would 
accordingly enjoy a third control in the bank’s decisions. We 
could of course be out-voted, and this has led to some criticism 
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of the scheme in this country. Whether Congress will approve 
United States membership in the bank will depend on whether 
it believes the advantages to ourselves to be worth the outlay. 
These advantages appear to be first that any money we lend 
abroad through the bank will be guaranteed by all the member 
states. This means that the American investor will be better 
protected than he has ever been in his foreign lending. And 
second, the bank should accomplish certain important results 
that the private banker would be unable to accomplish on a 
strictly business basis. For example the reconstruction of China 
will mean much to American exporters. To facilitate such recon- 
struction the bank might decide to risk some financial loss in 
view of the general gain. In this connection it should be noted 
that the United States’ contributions to the Monetary Fund and 
International Bank would together be less than we are spending 
monthly on the war. 


THE U.S. A. AS POST-WAR BANKER 

Whether we lend money through the proposed bank, or lend 
it directly, it is essential that the United States maintain a regular 
outflow of capital in the decade following the war. For without 
financial assistance, the process of world recovery will be delayed, 
and our own opportunities in world trade, shipping and aviation 
will fail to develop. After World War I Great Britain and 
France contributed heavily to the financing of world recovery, 
as did the United States. After this war only the United States 
will be able to export substantial amounts of capital. Britain, the 
world’s banker throughout much of the last century, has sold 
the greater part of her foreign holdings to finance the war, and 
incurred overseas debts amounting to several billion dollars. 

It is true, of course, that our own swollen national debt, and 
the continuation of high taxes may limit the amount of capital 
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that we can export. However if we succeed in maintaining our 
national income somewhere between the war level of over 
$150,000,000,000 and the pre-war figure of half this amount, 
there is little doubt that we can afford regular capital exports of 
at least one billion dollars annually. There is by no means any 
certainty, however, that we will be prepared to accept interest, 
amortization and dividend payments in goods on long-term loans 
and investments of this magnitude. That crucial question, dis- 
cussed in the following chapters, will in the long run determine 
whether we can successfully play the role of world banker now 
thrust upon us. 

















5. Made in America 


Our chief stake in the world economy has long been thought 
to be exports. For this reason we were said to have a “favorable 
balance of trade,” because our exports were invariably more than 
our imports. If, in spite of our tariff walls, our imports increased, 
an outcry was raised against the prospect of an “unfavorable 
balance of trade.” 

We have thought this way because we have been made 
“producer-minded.” Producers naturally want to export goods 
they cannot sell at home, and they therefore favor low tariffs 
in other countries. But fearing the competition of what they 
unpleasantly call “cheap foreign goods,” they heartily support 
high tariffs for the United States. 

If we were “consumer-minded” we would think quite differ- 
ently about exports, imports and tariffs. We might even assert 
that our standard of living would rise if we imported more 
“cheap foreign goods” and exported nothing that we needed at 
home. This thought has been expressed in the following equation: 


What we have = what we produce a imports — exports. 


Both of these ways of thinking about our foreign trade are 
possibly a little on the simple-minded side. For example, the 
producer or high-tariff view overlooks the fact that the competi- 
tion of foreign products in the United States would tend to 
prevent the growth of monopoly, would keep prices down and 
bring useful articles within the reach of more people. The 
extreme consumer or free-trade view, on the other hand, may 
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underestimate the dislocations in our own economy that would 
follow a total removal of customs duties on foreign goods. 


BASIC FACTS ABOUT OUR EXPORTS 

There are several basic facts about our exports which help to 
explain their prominence in our thinking. Historically we had 
to export for two reasons. First, through much of our history 
we were dependent on foreign countries for a large volume of 
imports, particularly manufactures, and we could pay for such 
essential supplies only by exporting. Second, until World War I 
we were a debtor nation and had to export more than we im- 
ported in order to repay foreign lenders and investors. These 
reasons have lost much of their substance, but we haven’t changed 
our views on the importance of exporting, and for important 
elements of our economy exports are essential. For example 
we still raise more cotton than we can consume at home, and 
hence the South needs foreign markets if it is to prosper. More- 
over modern technology has enabled us to produce more goods 
than under our present economic system we have purchasing 
power to buy. For the “surplus” goods our industries produce, 
therefore, we seek foreign buyers. If we cannot find the buyers, 
factories close and hard times ensue. 

For these reasons we are concerned with the prospect of 
finding foreign markets after the war, at about the time that 
UNRRA is folding its tents. In view of the world’s needs, the 
shattering of enemy economies, the wide range and excellence 
of our products, and the eagerness of our exporters, we might 
expect a highly flourishing export trade. 

Whether this expectation is realized or not will depend on 
many factors. Among them we may consider what the foreigner 
wants from us, his ability to buy American goods and the trade 
practices and policies of other nations. 
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WHAT WILL FOREIGNERS WANT TO BUY? 
What foreigners will want to buy in the United States can be 
only roughly forecast in the light of pre-war trends and probable 
effects of the war on their needs. In general it may be said that 
there is likely to be a declining demand for our traditional 
agricultural exports such as cotton, wheat and pork, and an 
increased demand for essential industrial products, such as ma- 
chinery. 

The trend against our agricultural exports has been visible for 
forty years. In 1922-24 farm products still constituted almost 
one-half of our total exports, but by 1937-39 they had fallen to 
one-fourth of the total, and their value dropped from around 
two billion dollars in the ‘twenties to less than one billion in the 
thirties. The Hull trade treaties opened up a few minor outlets 
for American agricultural products after 1934, but the outlook 
for greater agricultural exports after the war is not bright. In 
fact we may be faced with new competitors as a result of in- 
creased war acreages in other countries, and emphasis on agricul- 
tural production in rehabilitation programs. 


UTILIZING AGRICULTURAL SURPLUSES 
It seems likely, therefore, that some restriction of unnecessary 
agricultural production will be called for after the war. For 
example it is improbable that we can dispose of a billion bushels 
of wheat yearly after war and transition needs are met, yet this 
is the forecast of our 1944 yield. However so long as people are 
underfed, the early New Deal device of plowing under wheat 
appears a short-sighted solution of “over-production.” Two later 
New Deal measures may be worth recalling as possible models * 
for international consideration. The first was the Ever-Normal 
Granary which provided for the storage of surplus grains against 
a succession of lean years in the United States. Financed by all 
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nations, such a storage scheme on a world scale would utilize 
a portion of our surplus production, and protect about a quarter 
of the world’s population against recurrent famine. 

The second New Deal measure along this line was the Stamp 
Plan by which the government financed the use of surplus food- 
stuffs in school lunches and a relief program for the families of 
the unemployed. The Stamp Plan was a limited solution of the 
farm problem, but it combated undernourishment at relatively 
small cost, utilized regular trade channels of distribution, and 
enjoyed general support in the communities where it was in 
operation. Whether a similar scheme could be carried out on an 
international scale is an interesting question. If we maintain our 
own national income at well over 1oo billion dollars, we shall 
have little need for “surplus” farm products to meet relief needs 
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in the United States. But this is not likely to be true of many 
other countries, and as producers we would benefit from an 
international stamp plan that carried our farm products to the 
underfed abroad. The objection that has been raised to our 
running an “international milk-route” would not apply to a plan 
that was largely financed by the recipient nations. Such a plan 
may in fact be a necessary measure if “freedom from want” is to 
be given any meaning in fact. 


INTERNATIONAL COMMODITY AGREEMENTS 

In any case agreement between the great producing nations will 
be necessary on production and prices of such staples as wheat 
and cotton, Otherwise there is every prospect of a cut-throat 
competition with the livelihood of millions of farmers at stake. 
Furthermore the competition invariably becomes political, since 
governments enter the ring by subsidizing exports in order to 
undersell other nations. Since, however, there is always the 
danger that producing nations will attempt to overcharge the 
consuming nations, it is essential that the latter participate in the 
negotiation of commodity agreements. It will be recalled that 
the Anglo-American oil agreement of August 8 provided for the 
eventual participation of both producers and consumers in a 
genuinely international arrangement. 


INDUSTRIAL EXPORTS 
The second main category of our exports comprises the products 
of American industry, and here the prospect is much brighter. 
Undoubtedly the trend toward industrialization in other coun- 
tries, including some of the Latin American republics, will change 
the nature of foreign demands. But American machinery and 
machine-tools, as well as engineering assistance, are certain to be 
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needed wherever industrialization is in progress. Beyond these 
basic products, it is probable that we could increase the volume 
of our industrial exports if we reduced their cost through sim- 
plification and the elimination of gadgets. 

This point is worth a moment’s attention. Our own national 
income and standard of living are so high, relative to the rest of 
the world, that we cannot expect to export many goods that are 
priced for the home market. Indeed many of our staple industrial 
products, such as automobiles and refrigerators, sell at a price 
which greatly narrows the foreign market. Even our “low- 
priced” cars are designed to look like high-priced ones, especially 
on a bill-board or in a full-page ad in a popular weekly. The car 
is basically no better for its innumerable gadgets and appearance 
of luxury. In fact it may run fewer miles per gallon of gas 
because of its mere size. But the consumer has to pay for the 
appearance as well as for the car. 

If we really want a large foreign market for our automobiles, 
we could undoubtedly have it by mass-producing a 4-cylinder, 
1,000-pound car which lacked a cigar-lighter but sold at $225. 
Such a car would come within the purchasing range of citizens 
of other countries whose income was perhaps less than $1,000 
a year. 


DOLLARS TO PAY FOR OUR EXPORTS 
But whether or not we can sell goods abroad will depend on 
other factors than price. This brings us to the second question, 
namely the ability of other nations to get hold of enough Amer- 
ican dollars to pay for the American goods they want. As already 
suggested, we have a natural reluctance to accept pounds, rubles, 
escudos or yuan for our products. These currencies would have 
some curiosity value in the United States, but would not pay our 
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bills unless we could exchange them for dollars. This we could 
not do unless we needed the foreign currencies to spend in the 
country of their origin as travelers or as importers. 

Getting hold of enough dollars, in fact, has become a dreary 
theme-song of the world economy. As is made clear in the 
previous chapter, the ability of other nations to buy from us is 
determined by the following factors: 


1. The extent to which we buy their goods or employ their 
services, and 

2. The extent to which we supply them dollars by means 
i, of loans and foreign investments. 


For lack of dollars, other nations have sent us gold, and our 
willingness to sell dollars for gold undoubtedly explains the 
increase of world gold production from $400,000,000 in 1929 
to $1,400,000,000 in 1939. 


DOLLARS AND THE INTERNATIONAL MONETARY FUND 
The proposed International Monetary Fund is intended to facil- 
itate the supply of foreign exchange, including dollars, to mem- 
ber states. But other nations cannot get more dollars from it for 
purchases in the United States than are supplied by us. If we 
become a member of the Fund we will be expected to supply 
2.75 billion dollars, and the Fund could increase this amount by 
selling us gold or even by borrowing dollars from us. But if 
year after year the world demand for dollars is greater than the 
dollars we supply by lending money, buyirg goods abroad, and 
paying for the services of other nations, the Fund will be unable 
to bring dollar supply and demand into balance. Temporarily, 
as is suggested in the preceding chapter, this problem will be 
solved if we maintain a regular outflow of loans and investments, 
which themselves supply dollars for foreign use. The problem 
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will be permanently solved however, only if our level of imports 
can be raised to a more dominant position among our foreign 
economic transactions. 


CARTELS 

The third factor to be considered is the effect of various trade 
practices and policies on our export trade. To begin with we 
may spend a moment on cartels. Agreements between warring 
nations providing, for example, for the exchange of prisoners, 
have long been termed cartels. By analogy the term was later 
applied to agreements between rival producers, usually manu- 
facturers, who hoped to get around the unpleasant features of 
competition. Cartel arrangements can do this by fixing pro- 
duction quotas and prices and by assigning each member of the 
cartel market areas where he can sell his wares at a handsome 
price, unembarrassed by the rivalry of his fellow cartellists. 
Cartels may be national or international, but they cannot succeed 
on a world-wide scale unless virtually all important firms making 
any one product are brought into the cartel agreement. 

In this country cartels have been met with varying degrees 
of approval or condemnation. E. S. Mason notes in the July 
Foreign Affairs that cartels have been identified with monopoly, 
fascism and treason on the one hand, and with orderly marketing 
and the elimination of ruinous competition on the other. It has 
been evident for some years that the Nazis were using German 
cartels to further political aims and establish Axis footholds in 
Latin America and elsewhere. During the same period German 
cartels were establishing close working relationships with British 
and American corporations with a view to getting hold of 
military patents and specifications, as well as jacking up prices. 
In some instances this last purpose was productive of extremely 
happy results from the producer’s point of view. For example, 
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a cartel agreement between the great Krupp corporation of 
Germany and General Electric drove the price of tungsten car- 
bide from $50 to more than $450 a pound, according to C. D. 
Edwards of the Department of Justice (American Economic 


Review, March 1944). 


CARTELS AND PEACE 

With the collapse of Germany, one of the most difficult prob- 
lems of the peace will be the untangling of Europe’s economy 
from the complex of German cartels under which it has been 
kept functioning for the Axis military machine. Even more 
difficult will be the establishment of a new economic order in 
Europe, for we have not yet found a satisfactory compromise 
between economic chaos on the one hand and private monopoly 
on the other. The economic vice of cartels has been their will- 
ingness and ability to gouge the customer. Their major virtue has 
been a high degree of cooperation in the interests of order. 
What is perhaps needed is a new economic institution which 
gives adequate voice to the consumer, and thus permits the 
development of production and distribution in the interests of 
an expanding market and lower prices. 

It is clear that cartels as they stand are an obstacle to an 
expanding world economy, and that efforts should be made to 
solve the problems they raise. The Department of Justice has 
listed some 179 cartel agreements of which 109 include American 
firms, and has instituted proceedings against 37 of them. In Sep- 
tember 1944 President Roosevelt wrote Secretary Hull a letter 
which forecast international consideration of the problem. He 
implied that a world agreement was needed to protect consum- 
ing nations against cartel monopolists, as our own anti-trust acts 
were intended to protect the American consumer against monop- 
olies at home. 
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The outcome of international discussions is in some doubt. 
Our own traditional hostility to monopolistic practices has not 
been widely shared in Europe. Nor has our hostility to monopoly 
been especially effective in checking the long trend toward the 
concentration of economic power in the United States. If the out- 
lawry of cartels proves to be impracticable, however, it may be 
possible to bring their more outrageous practices under control. 


LOWER TRADE BARRIERS 

To turn now to government policies as they will affect our 
exports, it will be recalled that in various documents, such as the 
Atlantic Charter and the master Lend-Lease agreements, we and 
other nations have pledged ourselves to attempt to lower trade 
barriers after the war in the interest of an expanding world 
economy. By trade barriers were meant not only tariffs, but 
every governmental device which obstructed imports during 
the ’thirties, such as quotas, bilateral deals, and exchange controls. 
These measures in general have given effect to “economic 
nationalism.” 

Official statements of good intentions will have little effect 
on world trade unless they lead to specific action. Before World 
War I international trade was relatively free of national barriers. 
After the war governmental obstructions to trade rose, even 
during the prosperity of the ‘twenties. These became almost 
insurmountable during the ‘thirties as state after state turned to 
“economic nationalism” as its solution for the depression. The 
question now is whether after World War II, the earlier trend 
toward watertight national economies can be reversed, 


HULL TRADE PROGRAM 
Between 1934 and the outbreak of the war, the United States 
attempted to combat this trend by means of the Hull Trade 
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Program. Through reciprocal trade agreements with some twenty 
other countries the government brought about some lowering of 
foreign tariffs in return for reductions in our own. Although our 
imports were not appreciably affected as a result, our exports to 
agreement countries expanded much more rapidly than to coun- 
tries with which we had negotiated no reciprocal agreements. 
The increase between 1934 and 1940 was 87% to the former 
group, 32°. to the latter; and the difference is in considerable 
part a result of the Hull trade agreements. The failure of the 
program to make more dollars available by increasing our imports 
will be considered in the next chapter, but the Hull program 
appears a serviceable, if limited, means of opening foreign mar- 
kets to American goods. 


ECONOMIC POLICIES FOR RECOVERY 
The United States could probably go much farther than tariff- 
bargaining with individual states to open up the world economy. 
By taking the lead we could possibly get international agreement 
to eliminate some of the more discriminatory and restrictive 
trade practices of other nations. Just as the Lend-Lease agree- 
ments have already committed the principal United Nations to 
work toward the elimination of such practices, the peace treaties 
might well stipulate economic policies for the enemy countries 
which would contribute to world economic recovery. This as- 
sumes of course that the peace settlements will not impose 
economic penalties on the enemy countries which will force 
them to adopt policies of self-sufficiency. 

Finally the world’s colonial peoples constitute a vast potential 
market if and as their per capita income rises above the present 
extremely low level. Since the ruling country tends to monop- 
olize the markets in its own colonies, the principle of equal 
economic opportunity, embodied in the League of Nations man- 
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date system, should be widely extended. This will not be partic- 
ularly difficult to accomplish in areas detached from the enemy, 
such as Japan’s island holdings. It will be more difficult to 
accomplish in the colonies of the victorious Powers, but every 
effort should be made to increase self-government and economic 
opportunity within all colonial areas. 


OUR FUTURE EXPORTS 
Any prediction of our future volume of exports would be at 
best an informed guess, The Department of Commerce recently 
suggested that under favorable conditions the United States 
might expect annual exports of six or seven billion dollars worth 
of goods. These figures are well above the five billion dollar 
level of 1929, and more than double our exports in the ’thirties. 
If they are attained, our export trade will contribute significantly 
to the country’s economic well-being. But among the favorable 
conditions the Department of Commerce had in mind was a 
more hospitable attitude toward imports than we have shown 
in the past. To this question we now turn. 
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6. The Crucial Question: Imports 


The bad repute which imports enjoy in this country applies of 
course only to foreign goods which compete with our own prod- 
ucts, and not to commodities of which we have an inadequate 
supply or none at all. Possibly because of our tariff wall, the 
bulk of our imports consists of non-competitive commodities 
which are on the free-list (i.e. pay no customs duties) and which 
are essential to our economy. For example, in 1937 rubber com- 
prised 8 per cent of our imports by value, coffee 5 per cent, 
newsprint 4 per cent, and tin and silk 3 per cent each. In 1940 
65 per cent of our imports were on the free-list. 


TARIFFS AND RECIPROCAL TRADE AGREEMENTS 

On the other hand, commodities which would enter into com- 
petition with American producers are in general excluded by our 
tariff. Since the Civil War almost every tariff act has imposed 
new customs duties and raised old ones against foreign competi- 
tion, largely as the result of special interests exerting pressure on 
the Senate. ‘Temporarily this trend was reversed by the Under- 
wood tariff of 1913, which President Wilson hoped would “set 
the business of the country free from those conditions which 
have made monopoly not only possible, but easy and natural.” 

The Underwood tariff lowered the average of customs duties 
from 37 to 27 per cent of the value of dutiable imports, but the 
barriers were soon raised. Tariff measures of 1921 and 1922, and 
particularly the Smoot-Hawley Act of 1930, bricked up the wall 
to an average of 47 per cent. A new attempt was made to check 


56 








OUR TARIFF WALL — 1900-1940 


TO 1913-ABOUT 37% 
DUTIES ON OUR IMPORTS 


1913-UNDERWOOD ACT 
BROUGHT THEM DOWN TO 27% 


xo 1922 —-FORDNEY-MCCUMBER ACT 
NQ RAISED THEM TO 35% 
ona -~ 1930-SMOOT-HAWLEY ACT 
‘ . RAISED THEM TO 4.7% 


. ar 

» CAL ACT 

S19 P/ a.\REDUCED THEM 
: all am TO 36% 
































se 
| 
| 
ae 
\9ag NL 
GRAPHIC ASSOCIATES 


the trend toward economic nationalism in 1934. Congress then 
passed the Reciprocal Trade Agreements Act, which authorized 
the Secretary of State to reduce customs duties on any import 
by as much as 50 per cent, as a means of obtaining corresponding 
tariff reductions from foreign countries. 

In the process of negotiating some twenty trade agreements 
under this act the State Department has in fact brought our 
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average customs duty down from 47 to 36 per cent—about 
where it was before Wilson lashed out at the lobbyists and pushed 
the Underwood tariff through the Senate in 1913. In other words, 
we still have a high tariff wall, as is witnessed by the fact that 





Secretary Hull’s trade agreements increased our exports, but 
failed to influence imports to any marked degree. 

If we want a prospering export trade after the war, we shall 
have to lift our imports well above the four billion dollar level 
of the late "twenties and far above the two billion dollar mark of 
the ‘thirties. As we shall see presently, this is a possibility if our 
industrial production is maintained at a higher level than during 
the boom of the ’twenties. But it is probable that the Reciprocal 
Trade Agreements Act and Secretary Hull’s exercise of the powers 
it gave him have not yet brought our tariff into line with our 
national interest, and that our trade policy is still fundamentally 
unfriendly to the development of an expanding world economy. 


RESULTS OF RECIPROCAL TRADE 
Imports have not increased under the Reciprocal Trade program 
chiefly for two reasons. To begin with, a prohibitive tariff may be 
reduced 50 per cent and still be prohibitive. It is relevant here to 
point out that a foreigner attempting to compete in the American 
market has the initial handicap of shipping costs, and that even a 
low tariff may exclude him entirely. In the second place, Secretary 
Hull, himself once a Senator, has been reluctant to risk the con- 
tinuance of the Reciprocal Trade program by making bold use 
of the powers Congress gave to him. 

On the political side Secretary Hull’s caution has been well 
rewarded for Congress has re-enacted the program every three 
years. In 1943 for the first time both major parties supported the 
measure. It is true the Republican party platform of 1944 de- 
manded that any tariff reduction made under the Trade Agree- 
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ments Act be subject to the approval of Congress, a provision 
that would end the usefulness of the program. However Governor 
Dewey promptly gave his support to the Reciprocal Trade pro- 
gram in his first press conference. In other words, the program has 
won bipartisan support, and there is thus strong likelihood that 
it will be continued. 


PRODUCER—CONSUMER INTERESTS 

But the second result of Secretary Hull’s caution is that few 
American producers, whether they are serving the public, or 
gouging it, need fear foreign competition. That is, our tariff 
wall remains a fairly effective barrier against “cheap foreign 
goods.” A post-war tariff policy, based entirely on our own 
national interest, would take greater account of consumer inter- 
ests than was done in the inter-war period. These interests would 
be served by more imports of articles that we cannot produce 
economically and of manufactures that are produced under 
monopoly in the United States. These imports would lower the 
cost of living and thus raise our living standard. 

At present producers are better organized as a pressure group 
than are consumers, and Congress would therefore find it dif- 
ficult to permit substantial downward changes in our tariff struc- 
ture. It is possible, however, that Congress could be persuaded to 
allow drastic tariff cuts on such goods as are now produced by 
American monopolies. The Department of Justice wages a con- 
stant war against corporations which have eliminated or merged 
with their competitors, but the legal subdivision of. trusts and 
monopolies is not certain to lower the price of their product. By 
the admission of foreign goods to compete with the products of 
American monopolies we should be assured of healthy competi- 
tion. This would benefit the consumer by giving practical effect 
to the aims of the Department of Justice. At the same time, what- 
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ever imports we took in under this measure would make dollars 
available for exports, so that both the consumers of the imports 
and the producers of the exports would gain, even if a few 
monopolies fell by the wayside. 


SHOULD WAR INDUSTRIES BE PROTECTED? 

However, substantial tariff reductions of any kind will undoubt- 
edly await the development of strong consumer pressure. In the 
meantime there is now in sight a movement to extend tariff pro- 
tection to some of our makeshift war industries. This question has 
already been touched upon in general terms. The main argument 
for such protection is that our security requires that we remain 
independent of distant sources for strategic war materials. On this 
basis a case is made for excluding anything and everything for 
which we have found a substitute, regardless of cost. The most 
obvious example is rubber, and here the argument, quite apart 
from the security angle, is confused by contradictory statements 
on future costs and quality and by conflicting opinions on the 
rubber possibilities in Latin America, 

If synthetic rubber can in time be produced at 10 cents a 
pound, instead of 4o cents, and if eventually the chemists can 
make it as satisfactory for all purposes as natural rubber, then the 
case for buying rubber in the Far East or in Latin America will 
be considerably weakened. The chief remaining argument against 
relying on synthetic production would be the added drain on our 
oil supplies. But if natural rubber continues to be both cheaper 
and more satisfactory, the case for protecting our wartime syn- 
thetic rubber industry by prohibitive tariffs will not excite much 
enthusiasm among 40,000,000 American motorists. 

However, if we are chiefly interested in being better prepared 
for World War III than we were for this one, both synthetic 
production in the United States and natural rubber production in 
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the Amazon valley will rightly claim a hearing. It has been pre- 
dicted that the pioneer work of the Department of Agriculture 
will result in high-yield, disease-resistant trees that will eventually 
produce 5-cent rubber in Latin America. If this prediction is 
correct then both the economic and security arguments would 
favor the Amazon valley as the principal source of our post-war 
rubber. At the same time, however, both economic and security 
considerations would argue strongly for continued research and 
experimentation, both in rubber-tree culture and in synthetic 
substitutes for rubber. Moreover, even if natural rubber returns 
to its former position i: our imports, it would still be desirable to 
maintain pilot plants to develop new industrial processes suitable 
for the production of newly developed synthetic rubber. 

The war experience will throw light on the cost of producing 
synthetic rubber and numerous other substitute raw materials. 
From the point of view of our own standard of living, as well as 
the cost of manufactures we would like to export, the argument 
strongly favors the cheapest possible source of supply. A critical 
view should therefore be taken of manufacturers of synthetics 
who demand tariff protection for their products by stressing only 
the security angle. By national and international stock-piling of 
strategic materials, and by the maintenance of experimentation and 
small-scale production, our defense needs should be adequately 
provided for. In any case World War III should not be allowed 
to dictate our national policies until it is clear that we have failed 
in our task of winning the peace by constructing world order. 


IMPORTANCE OF A PROSPERING ECONOMY 
Whatever is done about tariffs, and whether they are raised or 
lowered, the fact is that the volume of our imports is funda- 
mentally related to the level of our economic activity. In the 
inter-war period our imports rose and fell almost precisely as 
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our industrial production rose and fell, and this is understandable 
since more than 70 per cent of our total imports were used by 
American industry as raw or semi-manufactured materials. 

The moral of course is that the most effective means of insur- 
ing a large volume of imports after the war will be to maintain 
our production at a much higher level than prevailed in the 
‘twenties and ‘thirties. No proposals for attaining this condi- 
tion will be made here, except to point out again that our best 
actual and potential market is the United States, and that large 
productive capacity would be required to meet basic American 
needs that have not been met in the past. Empire-building nations 
have spent billions trying to turn cannibals into customers while 
their own people have lacked adequate nourishment, decent hous- 
ing, and medical care. 


U. S. A—-BUYER AND SPENDER 

If our own production can be maintained after the war, our 
position in the world economy will be strengthened not only by 
substantial imports, but by other types of American expenditures 
which supply dollars to other nations. Travelers are seldom 
thought of as doing a good turn to our balance of international 
payments, but in the ‘twenties we as tourists supplied foreign 
countries with enough dollars to pay for more than $3,000,000,000 
worth of American exports during the decade. After the war 
tourist expenditures will vary of course, not only with our own 
national income and tax level, but with the state of political order 
or disorder abroad. Although personal remittances from Ameri- 
cans to foreigners have declined as immigrant ties with Europe 
have weakened, they averaged almost $200,000,000 yearly during 
the ‘thirties, and institutional contributions, largely missionary and 
philanthropic, added a small but fairly regular debit item to our 
balance sheet. 
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A prospering economy at home would thus bring the United 
States into the world economy both as a buyer and a spender; 
and this in turn would enable us to enjoy a prospering export 
trade and act like, as well as be, the world’s leading banker. If in 
addition, we can make further reductions in our eilitorveideble 
tariff walls, we shall have gone even farther toward utilizing our 
new economic strength to the mutual advantage of other nations 
and ourselves. 
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7. The World’s Greatest Merchant Fleet 


As a consequence of our remarkable record of wartime ship- 
building, the United States will possess at the peace the largest 
merchant fleet the world has ever known. What we shall do with 
this aggregation of merchant vessels, estimated as high as 
50 million tons, has become a question of concern to ourselves 
and other nations. If we decide on a career of “maritime imperial- 
ism” and are willing to pay the price in subsidies, we could prob- 
ably keep other maritime nations from recovering their position 
in shipping after the war. In fact, something of this sort, expressed 
less bluntly, has been proposed, and argued as a necessary security 
measure. Or, at the other extreme, we can scuttle our wartime 
tonnage and become a fourth-rate maritime nation with a stagnant 
shipbuilding industry and eventually an overage merchant fleet 
badly in need of replacements. That was in fact virtually the state 
of affairs when the Japanese struck in 1941. 


WILL A LARGE MERCHANT FLEET PAY? 
On purely economic grounds, our best interest lies in scrapping 
most of our merchant vessels at the end of the, war, and paying 
Britain, Norway and the Netherlands to carry the bulk of our 
overseas trade. For our shipbuilding costs are about double theirs, 
and our operating costs are roughly 50 per cent higher. It was 
mainly for this reason that we scrapped a substantial part of our 
war-built ships after World War I and neglected the merchant 
fleet thereafter until 1938. The result was that our merchant ton- 
nage was no larger in 1941 than in 1923 and the bulk of our 
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trade between the two wars was carried by foreign vessels at a 
saving to ourselves and our customers. The accompanying chart 
shows the declining proportion of our trade carried in United 
States ships, since the Civil War. 
Thus the basic economic argument against our continuing in 








the shipping business after the war is that other nations can 
carry our foreign trade more cheaply than we can do it. The 
second point is that the maintenance of a large merchant fleet 
would require large government subsidies. What they would 
amount to is difficult to say, but half a billion dollars in the form of 
construction and operational subsidies between 1928 and World 
War II failed to improve our status materially as a shipping nation. 
The third point is that even if we decided to tax ourselves what 
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was necessary to keep our merchant ships afloat, the effects on 
our own international ecenomic position would be unfortunate. 
We have already pointed out that if we are to enjoy a prospering 
export business, and also be the world’s banker, foreign nations 
will need more dollars than they were able to get in the past. 
Between the two wars we supplied them with several hundred 
million dollars annually in payment for their shipping services. 
If we insist on slashing this debit item in our balance of payments, 
it is obvious that we shall be injuring rather than furthering our 
interests as an exporting and lending nation. 


A LARGE MERCHANT FLEET FOR SECURITY? 

These economic arguments appear convincing, but against them 
it is being asserted (1) that we now have the world’s largest 
merchant marine and it would be a shame to scrap it, and (2) our 
national security requires the maintenance of both an active ship- 
building industry and a giant merchant marine. [n particular it is 
stressed that a large Navy needs a large merchant fleet to provide 
it with auxiliaries. 

When the war began our ocean-going ships totalled less than 
seven million gross tons, and we ranked somewhere around third 
or fourth place among the maritime nations in merchant tonnage. 
By the war's end it is possible that the merchant fleet will have 
expanded six or seven times, although many of the war-built 
ships such as the Liberties are slow and inefficient. Yet there is 
a tendency to feel that this enormous fleet-—our own remarkable 
creation with a fine war record—should, lixe our greatly expanded 
Navy, be maintained in service, whatever the cost. 

The sentimental case for saving our battle-scarred merchant 
fleet omits any reference to our national interest and fails to under- 
mine the economic arguments for scrapping a considerable part of 
it. On the other hand the security argument for maintaining a 
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large merchant fleet cannot be ignored. It is said that we had 
great difficulty in finding ships even to carry our little expedition- 
ary force to Australia in 1942, and that we must not be caught 
short again either in our shipyards or in our merchant tonnage. 
In this connection it is emphasized that, if we are to have a mer- 
chant marine adequate to help the Navy in time of war, it will 
be necessary for us to maintain a merchant tonnage of at least 
20,000,000 tons. This figure has in fact been mentioned as our 
goal by Rear Admiral Emory S. Land, War Shipping Adminis- 
trator as well as Director of the Maritime Commission. 

Now security considerations must be allowed greater impor- 
tance than economics in the formulation of national policy, as 
even Adam Smith admitted. But it is possible that maintaining 
the world’s greatest merchant fleet will not in fact guarantee our 
security, and may even contribute to the international anarchy 
we seek to terminate. 


SUBSIDIES MAY INCREASE INTERNATIONAL FRICTION 

If we determined to keep 20 or 30 million tons of merchant 
shipping afloat, we could do so only through government sub- 
sidies borne by the taxpayer. Such subsidies would be necessitated 
by the simple fact, already mentioned, that other maritime nations, 
such as Britain and Norw ay, can carry goods much more cheaply 
than we. But subsidies can be one of the most insidious expedients 
of economic warfare, as the Axis powers clearly demonstrated, 
and subsidy wars contribute much more to world disorder than 
to world order. 

Even if shipping subsidies did not increase international friction, 
it may be doubted that we could in fact achieve security single- 
handed. If there is any lesson to be learned from World War II, 
it is that really important goals in world affairs can be attained 
only through international cooperation. Therefore our post-war 


67 














SHALL WE KEEP OUR EXPANDED 
MERCHANT FLEET ? 


YES, BECAUSE - 


.: 


IT’S A SHAME TO SCUTTLE 
SHIPS-EVEN ONE 


NO, BECAUSE - 





THEY ARE EXPENSIVE TO 
OPERATE 





rs 


THEY WOULD KEEP OUR 
SHIPYARDS BUSY 









rahe aber 


THEY WOULD NEED GOV- 
ERNMENT SUBSIDIES 





Be 


THEY WOULD COME IN 
HANDY IN ANOTHER WAR 











FOREIGN COUNTRIES NEED 
SHIPPING PROFITS TO PAY 
FOR OUR EXPORTS 











GRAPHIC ASSOCIATES 














shipping policy should be directed toward achieving a durable 
peace, in agreement with other nations, rather than getting our 
boys to Bataan in World War III. Actually the perpetuation of 
our subsidized supremacy on the high seas would injure exactly 
the Powers with which we shall have to cooperate to construct a 
durable peace. 

What has been said thus far would by no means eliminate a 
substantial American Merchant Marine, so long as other nations 
recognized that we were cooperating with them in building 
world order, and that our subsidies were not a device of maritime 
imperialism. But the crux of the matter would be the size of the 
merchant fleet we should subsidize. As already suggested the more 
shipping we keep in operation, the more it will cost us both in 
subsidies and in income from the export of goods and capital. 
From this point of view, therefore, we would be better off with 
a merchant fleet of 10 million tons than one of 20 or 30 million 
tons. Such a tonnage would permit our Allies to resume their 
roles as economical carriers of the world’s trade, to our own 
advantage as well as theirs. In fact, an expanding world economy 
after the war, would result in greater demand for shipping than 
before the war. Our own merchant fleet would doubtless continue 
to enjoy a monopoly of American coastwise carriage, and would 
in addition carry a substantial proportion of our foreign trade as 
formerly. 

The crucial question is whether a merchant marine of 10 million 
tons is adequate to the responsibilities for world order we are 
to assume after the war. In turning again to the security problem, 
this time on an international basis, it is obvious first that the 
tonnage of shipping that adequately serves the world in peacetime 
never meets the needs of war. Owing both to the extraordinary 
demands of transport and to ship losses from planes and sub- 
marines, there is certain to be a shipping crisis whenever there is 
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a war. Therefore it would be absurd to attempt to maintain a 
merchant fleet large enough to meet the needs of another world 
war. 


A MERCHANT FLEET WHICH CAN BE EXPANDED 
However as a security measure integrated with the post-war 
structure of policing and precaution, it is important that the 
United States maintain shipyards and a merchant fleet which can 
be rapidly expanded if, in spite of the common effort, we find 
ourselves again on the road to war. 

Between the two wars we allowed our merchant marine to 
become obsolescent for lack of replacements, with the result that 
our shipyards generally closed down, except for naval building 
in the ‘thirties. Our present shipbuilding industry has of course 
expanded far beyond any possible peacetime need. In fact it has 
been estimated that with our present capacity we could meet five 
times the replacement needs of the world’s combined merchant 
fleets. We should continue enough of the industry, however, to 
keep our merchant fleet, whatever size is agreed upon, at the high- 
est efficiency, not only by replacements but by constant moderni- 


zation. 


POST-WAR RESPONSIBILITIES, AND OUR MERCHANT FLEET 
A second consideration in determining our post-war shipping 
needs for security, as well as our naval needs, is the tonnage of 
other nations and our agreed role in world policing. The war had 
already reduced Germany to naval and maritime impotence by 
1943, and it may be confidently expected that Japan will have 
reached a similar position by the end of the war in the Pacific. 
Similarly our Allies have taken tremendous losses at sea. Usually 
when one nation’s merchant marine and fleet are expanding, other 
Powers are keeping pace with it. In this case our war and mer- 
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chant ships have attained unprecedented tonnages and our only 
competitor is the graveyard at the bottom of the sea. 

The commitments we may make to police the Atlantic and the 
Pacific should help determine how large a Navy we shall need 
after the war, and how much merchant tonnage will be required 
to permit the Navy to meet its responsibilities. By some sharing 
of these responsibilities and by employing air power to maintain 
world order the American taxpayer may be relieved of having to 
support the world’s greatest merchant fleet when its present work 
has been accomplished. 

If, with these points in mind, we formulate our shipping policy 
in close cooperation with other maritime powers, and set as our 
primary goal world security and order, we shall have made a first- 
rate contribution to the common aim of winning the peace. 














8. Freedom of the Air 


At the end of the war every self-respecting nation will want 
its own civil aviation establishment, even if it consists of only 
a few second-hand planes cast off by a rich neighbor. In the 
technically advanced nations we may expect something more 
ambitious. The aircraft industry will no doubt join hands with 
the airlines to get more adequate subsidies; “disinterested” experts 
will assert that air-power is the modern determinant of history; 
for reasons of prestige and power the government will help the 
airlines obtain bases in remote places and establish global sky- 
routes; and the common earth-bound man will foot the bill as 
taxpayer. 

This contribution the common man can well afford to make 
if the result brightens the prospect of peace and prosperity. This 
indeed should be the result of aviation’s spectacular development 
since the first international air services were inaugurated in 1919. 
Toward the achievement of an expanding economy as well as 
world order and security, the airplane is technically prepared 
to make an outstanding contribution. 

Unfortunately there are political and economic factors bearing 
on the future of international aviation which may interfere with 
full utilization of technology’s creation. Indeed the importance 
of the airplane as an instrument of national power and prestige 
might easily result in a new imperialist conflict, marked by a 
competitive struggle for bases, air-routes, cargo and passengers, 
and carried on without side-lines or referee. Unregulated competi- 
tion doubtless has its uses, and the consumer frequently profits 
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from it briefly; but unrestrained national competition in an inter- 
national medium like aviation is unlikely to serve the common 
interest. 


“CLOSED-SKY” DOCTRINE 

The international character of commercial aviation was recognized 
immediately after World War I in the Air Convention of Paris 
(1919). This convention committed its signers to observe uniform 
rules of the air and adequate standards in licensing pilots and 
planes. This was a good beginning, but neither this convention, 
nor subsequent experience, has made any headway against the 
principle that every nation enjoys full sovereignty of the air 
over its territory. This “closed-sky” doctrine has handicapped 
the free development of international aviation since it has forced 
airlines or their governments to negotiate for every operational 
right in foreign countries. By 1939 the active rivalry of some 
twenty airlines in Europe alone, backed by as many governments, 
had led to the conclusion of a hundred separate treaties embody- 
ing a variety of mutual rights and privileges. Hitherto Pan- 
American has obtained its operational rights abroad by direct con- 
cession obtained from the government concerned. 


POSSIBLE MODIFICATIONS 
Bilateral agreements and concessions have thus served to whittle 
away the obstacle to aviation embodied in the closed-sky doctrine, 
although bribery, diplomatic pressure and even coercion would 
appear to be called for at times. Moreover a single power, such 
as the U.S.S.R. or the United States, might block a direct inter- 
national route by persistently refusing to grant rights of passage 
or refueling. For this reason the proposal has been made that an 
attempt be made to modify the sovereignty-of-the-air principle 
through general agreement. The minimum modification required 
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for the free development of civil aviation would be the universal 
right of free passage on specified routes along with the right to 
refuel. The maximum modification would include in addition the 
right to discharge or take on freight and passengers, whether their 
destination was within the country or beyond it. The concession 
of all these rights would of course end the closed-sky era and 
usher in the age of full freedom of the air. 

Against the freedom of the air principle, it may be justly con- 
tended that commercial aviation will not deserve such extensive 
rights and privileges until it ceases to be an object of national 
ambition or private profit, and becomes a genuine international 
public utility, run and regulated in the public interest. With some 
such thought in mind, the French delegation at the Disarmament 
Conference of 1932 proposed that civil aviation be international- 
ized and operated under the League of Nations. 


AN INTERNATIONAL AIR AUTHORITY? 
Between the extreme nationalist and internationalist positions, 
there are several solutions which would lead to the rapid develop- 
ment of civil aviation on a world-wide basis without imperilling 
world peace. For example the national development of aviation 
is by no means incompatible with the operation of an inter- 
national air authority charged with enforcing minimum standards 
of performance and safety and approving new international air 
routes. It is unlikely that such an international authority would 
have adequate powers, when first established, to eliminate all 
nationalist frictions, But new regulatory bodies seldom begin 
with adequate powers, and they have to prove their usefulness in 
minor matters before. they are given adequate authority to 
carry out the purpose for which they were created. 




















INTERNATIONAL DISCUSSIONS 
How far the nations are now prepared to go in the direction of 
making aviation an international public utility has already been 
partially answered. During the past spring and summer the State 
Department carried on discussions with Great Britain, the Soviet 
Union, China and Canada on post-war air problems. The discus- 
sions revealed considerable agreement on certain of these prob- 
lems though apparently no enthusiasm for delegating any real 
authority to an international body. Nevertheless on the basis 
of this agreement invitations were sent to fifty nations to attend 
a world air conference in the United States in November 1944. 

The urgent need of reaching agreement with the other air 
powers was dramatically brought to public attention in June 1944 
by Chairman L. W. Pogue of the Civil Aeronautics Board. At a 
press conference Mr. Pogue stated that the Board had worked out 
twenty tentative routes for American air operations abroad, 
totalling 140,000 route-miles; that the Board had before it 100 
applications from American airlines for foreign operations; and 
that, in spite of the lack of clarity in our own post-war air policy, 
the Board was going ahead to consider the applications. 

Since the twenty designated routes girdle the world, it is obvi- 
ous that they will remain tentative until specific agreement can be 
reached with the Powers whose territory they propose to cross. 
If it is possible to get general agreement on the elementary rights 
of passage and landing for fuel, the problem will be greatly simpli- 
fied. But it is still not at all certain that these rights will be con- 
ceded except through bilateral bargaining, and at a price. 


GREAT BRITAIN AND THE JU. S. A. 
Between ourselves and Great Britain, the post-war use of leased 
bases has presented an interesting problem of rights. Primarily for 


75 














our own national defence, Britain gave us 99-year leases on mili- 
tary air bases in Bermuda, Trinidad and Jamaica, but the use of 
these bases by civil aircraft has been closely restricted. After 
the war the sovereignty will remain British, so that according to 
present international law, our planes could be denied air-passage 
to and from the bases. But the bases will remain in American 
control, and therefore, we could deny the British the use of them. 
Since with the end of the war, there will be no further military 
reason for denying the use of the bases to commercial planes, an 
Anglo-American agreement opening the bases to general use 
would appear highly sensible. This suggestion assumes of course 
that neither Great Britain nor the United States is seeking exclu- 
sive privileges, either on Empire airfields, on bases built by Lend- 
Lease funds, or on our own territory. 


INTERNATIONAL AGREEMENT ESSENTIAL 
After bases, the problem of subsidies is of almost equal impor- 
tance, particularly in our relations with Great Britain. If British, 
American, and other airlines are to fiy the same world routes, 
there is bound to be competition for the payloads. Some public 
gain might conceivably result if the competition led to low rates 
without any loss in safety. But the elements of national power 
and prestige are likely to make the competition political as well 
as economic with the result that the flag is kept flying, whatever 
the cost, by means of government subsidies. 

Against this danger, an agreement between the United States 
and other flying Powers is needed to preserve the advantages of 
competition without risking a subsidized struggle for mastery of 
the air. Such a struggle would keep civil aviation from becoming 
a useful instrument of peace, and would imperil other efforts to 
bring order into international relations. 
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9. Our Foreign Policy and Peace 


In this last chapter we shall begin with a résumé of our general 
theme, that our economic policies can be shaped to make a durable 
peace possible. We shall then consider some of the difficulties 
attendant upon the formulation of American foreign economic 
policy, and finally discuss the likelihood that our national policies 
will contribute to world peace after the war. 
Almost everything that has been said so far rests on these three 
propositions: 
A lasting peace is the most important of our national long- 
term post-war objectives. 
2. This objective is not likely to be attained unless world 
economic conditions are more favorable to peace after the 
war than they were before it. At least, a new world depres- 
sion will weaken any and all political arrangements designed 
to keep the peace. 
3. The policies and practices of the United States in its 
economic relations with other nations will be influential, if 
not decisive, in determining what economic conditions in 
fact characterize the post-war era. 


IMPORTANCE OF OUR ECONOMIC POLICIES 
In the past we have tended to ignore or underestimate the inter- 
national effects of our national economic decisions. Actually from 
the Civil War onward the United States has been playing an 
increasingly important role in world history, and its economic 
policies in particular have had far-reaching consequences around 
the globe. For example, our policy on immigration, which was 
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first friendly and then unfriendly to foreigners, has undoubtedly 
had both economic and political consequences for many nations. 
Our financial operations, first as a borrower, then as a lender, 
then in the ‘thirties as neither, have been an important factor in 
world history since 1900. Our tariff policy, by gradually closing 
the world’s best market, has tended to encourage the trend 
toward economic nationalism abroad and thereby cut us out of 
the world economy. 

At the end of World War II, our economic power will be 
substantially greater than it has ever been, both in absolute terms, 
and in relation to the economic power of other nations. More 
than ever, therefore, our major economic decisions will be of the 
greatest importance to us and to the fest of the world—in the 
actual economic situation and as they may affect international 
order and future peace. 


WHO MAKES OUR ECONOMIC DECISIONS? 

If these decisions are so important, it is worth asking who makes 
them, and on what basis they are made. In the past, except in 
wartime, the nature of our economic relations with other nations 
has been largely determined by traders and bankers, and the 
government has given its aid and blessing to their operations 
without raising unpleasant questions about the consequences, 
either for ourselves or other nations. This procedure was in 
accordance with the still respectable theory that the government 
should confine its actions to political matters (such as winning 
elections), which it understands, and that economic matters (such 
as trade and banking) should be left to the practical judgment 
of the businessman. 

It is true that in practice business interests have frequently 
demanded the government’s assistance. Manufacturers have 
sought prohibitive tariffs against foreign competition, bankers 
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have expected diplomatic support in the collection of foreign 
loans, and exporters have often sought protection by their govern- 
ment of American lives and property. Nevertheless, in spite of a 
degree of cooperation, there has frequently been a sharp contra- 
diction between the government’s policy and the businessman’s 
practice in our relations with other nations. 


BEFORE PEARL HARBOR 

The best example of this contradiction can be found in our 
relations with Japan from the time Japan seized Manchuria in 
1931 until the attack on Pearl Harbor. During this period with 
one hand we sent sharp admonitory notes to Japan, warning it 
that its aggressions against China clearly violated treaties to which 
both Japan and the United States were parties. But with the other 
hand we were supplying Japan with the necessary instruments 
and materials of aggression. Ambassador Grew kept Washington 
well informed on the progress of Japan’s military preparations. 
Yet in 1940 we supplied Japan’s war machine with petroleum 
worth $54,600,000, iron and steel worth $37,956,000, eth 
worth $24,621,000 and metal-w orking machinery worth $2 3,32 
000, to mention items of later significance to our forces. It oe 
indeed been explained that an embargo on oil would have forced 
Japan to take over the Netherlands East Indies. But this explana- 
tion, even if valid, does not account for the other items. In any 
case the steady contradiction between our diplomatic notes and 
our business policy may have made the names think we were 
talking only for the record. 

This division between economic and political matters has been 
a source of serious weakness in our relations with other nations, 
and the national interest has suffered in consequence. World 
War II brought a speedy end to the division, and for the duration 
our foreign policy and practices are exhibiting a high degree of 
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unity and strength. For example, in our dealings with the Euro- 
pean neutrals there has been harmony between what we told 
them and what we sold them. 


GOVERNMENT REGULATION ESSENTIAL 

After the war the contradictions inherent in the theory that 
government is government and business is business may again 
influence our foreign relations. But if we intend to play our part 
in keeping the peace, there can be no doubt that the government 
will be obliged to assert greater authority over our foreign 
economic activities than before the war. One instance will suffice. 
Any international plan for preventing aggression will undoubt- 
edly rely in some degree on the weapon of economic coercion. 
In meeting our obligations under it, the government will have to 
be able to curb our ‘trading instinct swiftly and decisively when- 
ever necessary, regardless af the economic losses involved. 

It is probable then that after the war the government will not 
only formulate our economic policies, but will also keep our 
business practices in line with them whenever the issue is security 
and peace. But the government is made up of several parts, and 
many agencies are concerned in the formulation of decisions on 
foreign economic matters. In fact it is not always a simple matter 
to discover precisely where in Washington our policies are 
made. 


WHAT BRANCHES OF GOVERNMENT ARE CONCERNED? 
In theory our decisions on economic foreign policy, when we 
make them, are a joint product of the Executive branch and the 
Congress. Generally the Executive takes the initiative in framing 
policy, and then requests the Congress to enact the laws and 
appropriate the moneys necessary to give it effect. Congress, 
however, may enact legislation on economic matters affecting 
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other countries, and by so doing may in effect determine our 
policy on trade, finance, shipping and aviation. For example, our 
pre-war neutrality policy which prohibited American loans to 
belligerents and kept American ships out of war zones gave 
effect to the views of the Congress rather than to those of the 
Administration. Recently, identical resolutions introduced in both 
houses proposed an Air Policy Commission which would virtually 
deprive the Executive branch of its authority in formulating 
national policy on aviation. When the two branches of the gov- 
ernment are working in harmony, our foreign policy has the 
virtue and strength of being based on the special information and 
considered judgment of the Executive branch and at the same 
time satisfying the national interest as Congress sees it. 

But even if we confine our search for the economic policy- 
makers to the Executive branch, we shall find that the State 
Department is by no means the only agency dealing with foreign 
economic matters. This is somewhat odd, in view of the State 
Department’s jealously-guarded prerogatives in the field of for- 
eign affairs. The explanation is that before the war, aside from the 
Reciprocal Trade Program, the State Department was only mildly 
interested in economic matters; and it was staffed by officials 
whose training and interests were in the main political. When 
the approach of war and the war itself urgently called for eco- 
nomic decisions and controls, it seemed necessary to create new 
agencies. 

In July 1941 the Economic Defense Board was established. 
With the outbreak of war in the Pacific, it became the Board of 
Economic Warfare and later stiil the Foreign Economic Admin- 
istration. The Executive Order setting up the Economic Defense 
Board indicates that the new agency was intended to be almost 
a second State Department in the economic field. For the Board 
was charged with “developing and coordinating policies, plans 
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and programs designed to protect and strengthen the international 
economic relations of the United States in the interest of national 
defense.” 


REORGANIZATION IN THE STATE DEPARTMENT 

The State Department found collaboration with the new agency 
difficult and embarrassing, but one important and probably lasting 
result came out of the struggle for jurisdiction that developed. 
This was the growth of economic functions in the Department 
of State. Division after division was created in the Department 
to deal with the diverse economic problems that the war made 
urgent. In line with this trend the Department’s recent reorgan- 
ization gives new prominence to permanent offices that will cope 
with such matters as aviation, shipping, financial and monetary 
affairs, commercial policy and petroleum. The traditional polit- 
ical offices still occupy the central position on the Department 
chart; but the Department as a whole has been forced by the war 
and by the pressure of the war agencies to move towards a fusion 
of politics and economics in the performance of its functions. 

This is not to say that the State Department will be able to 
guide us safely into the post-war world with the aid of its stock- 
pile of memoranda on post-war problems. Like all foreign offices, 
the State Department has its blind spots, prefers the status quo, 
and collaborates stiffly. Herbert Feis, until recently the Depart- 
ment’s adviser on international affairs, wrote in a Foreign Policy 
Report of April 1: 


In this matter of foreign economic policy for the United 
States, coherence among its elements is essential. . . . ‘The 
development of a coherent pattern will require working 
unity . . . under direction that possesses energy, understand- 
ing and sufficient authority. This remains to be achieved. 


83 

















NEW METHODS 
The. Department has recently made noteworthy attempts to 
broaden the base for the performance of its duties. The first of 
with the Congress as a means of 


” 


these sought a “working unity 
strengthening our position in negotiations on post-war objectives, 
and of increasing the likelihood of subsequent Congressional 
approval. The second sought to give our foreign policy a bi- 
partisan base even during the heat of the presidential campaign, 
by means of conferences between Secretary Hull and John 
Foster Dulles, who represented Governor Dewey. The third was 
an official invitation to the public to take a more active part in 
expressing its views on foreign policy. Last January, in the 
course of a series of radio talks intended to explain the workings 
of the State Department, the question was asked: “How can the 
average person help guide American foreign policy?” The De- 
partment spokesman made the following reply in wholly un- 
diplomatic language: 
Anybody who wants to play a part in forming our foreign 
policy has merely to sit down and write a letter to his favorite 
editor, or write to his C ongressman, or his Senator, or to the 
President, or the State Department, and say what he thinks. 
Furthermore almost every individual belongs to some group, 
whether it’s labor, business, agricultural, church, or educa- 
tional group, and through these or similar groups, he can make 
himself heard in an effective way. 


THE U.S. A. AND THE PEACE 
We now turn to our final topic, a brief consideration of the 
question: Will our economic strength in fact be thrown on the 
side of a durable peace? In spite of the fact that we can today 
only guess at the answer to this question it is possible to examine 
some of the factors that will help to determine our role in the 
post-war world economy. 
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We and our Allies have attempted to improve on the methods 
that failed to bring international order after World War I. Last 
time there was no real attempt made to win the peace until after 
the war was won; then people everywhere looked to the peace- 
makers at Paris to emerge from their deliberations with a brave 
new world. But the wreckage and dislocations of four years of 
war are, under any circumstances, poor material from which to 
build a brave new world. In 1919 the nationalist aims of the 
victors and the atmosphere created in Paris, made the difficulties 
of the task almost insuperable. 

This time we have at least begun earlier and we are not 
attempting to do everything at once. Not only are we now 
farther along the road to international cooperation than at any 
time during World War I, but there appears today to be a greater 
determination to construct a world order that will work—in spite 
of the difficulties we now know we shall encounter. 

On the other hand the preliminary steps that have already been 
taken have not yet carried us far beyond the starting line. More- 
over, the remarkable measure of agreement that has been exhibited 
in the international conferences held to date may rapidly decline 
when our common enemies have been defeated. Serious differ- 
ences may later develop between the United States and Great 
Britain, or between the United States and the Soviet Union, or 
between the Great Powers and the lesser Powers. Such differences 
would immediately put international cooperation to the acid test. 


AFTER THE WAR IS OVER... 
The possibility of effective international organization may be 
weakened, also, by our own attitudes. When the war is over, we 
may wish to stop thinking in world terms; and the fact that our 
enemies have been disarmed may encourage us to attend exclu- 
sively to problems at home. Or our great armed strength at the 
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end of the war may persuade us that we can achieve security by 
the unaided efforts of our own Navy and Air Force. In this case 
we might embark on a career of “armed isolation.” 

On the other hand, our military strength may suggest empire- 
building and tempt us to try to dominate the world “for its own 
good.” An official of the Aeronautical Chamber of Commerce 
recently declared that the United States now is in a position to 
follow in the footsteps of the Greeks, the Romans and the British. 
These peoples, he said, gave the world three eras of peace. 


Now, with this great air power of ours, we have the oppor- 
tunity to impose a fourth great era of peace. With this power 
in the hands of a peace-loving people and with maritime power 
to back it up, we can see the possibilities of this era of peace.* 


INTERNATIONAL COOPERATION: OUR COMMITMENT 
Glamorous as world domination may appear to some, we as a 
nation have committed ourselves to another means of achieving 
world order: cooperation with other nations. This commitment 
has been made by the Executive branch of our government and 
by the Congress. Both parties supported it in their platforms; and 
opinion polls have shown the American people to favor it. We 
have already begun to meet the commitment as with other 
nations we are attempting to shape the foundations of a world 
structure. 

Whether we continue along this road, however, will depend 
on many unknown factors. One of these, and an exceedingly 
important one, is the degree to which we as citizens sustain our 
determination to achieve peace and give it practical expression 
through an active understanding of the conditions essential to 
*Eugene E. Wilson, chairman of the board of governors of the Aeronautical 
Chamber of Commerce, speaking at a conference of sixteen aircraft manu- 


facturers with Army, Navy and government officials in Washington (New 
York Times, September 10, 1944). 
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peace. If enough of us can keep our minds on these matters, even 
when no war is in sight, there is considerable prospect that we 
shall make a substantial contribution to the common problem of 
achieving world order. Such contribution may be sufficient to 
weight the scales on the side of peace. 








FOREIGN TRADE 
AND FULL EMPLOYMENT 
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As victory over the Axis comes closer, more and more Amer- 
icans are thinking about the problem of reconverting our war- 
time industry to the needs of peace. What worries us partic- 
ularly is how full employment can be maintained once the 
demands of war have ceased. Is there a way out, as some of our 
leaders seem to suggest, in a great expansion of American exports? 
Or is there a danger that this approach will lead us to think of 
exports simply as a means of providing employment and that we 
will be led into a blind alley? The reader of this volume of the 
Headline Series will hardly be misled in this way, but perhaps 
it is worth while to examine, even if rather broadly, the relation- 
ship of foreign trade to the problem of employment. 

According to the traditional theory of international trade, a 
nation exports and imports in order to take advantage of the inter- 
national division of labor. Its exports are the means of paying for 
its imports. We import coffee, not because we cannot produce it 
in this country, but because it would take too much labor to do 
so. Even coffee beans could be grown in hothouses. They are 
obtained, however, with much less effort in the automobile fac- 
tories of Detroit, so long as automobiles can be exchanged for 
coffee. Thus, foreign trade is a means of saving labor and raising 
living standards by taking advantage of the international division 
of labor. 
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This theory, which was considered basic to the nineteenth cen- 
tury trading system, had not been followed, of course, by the 
“mercantilists” of the seventeenth and eighteenth centuries, and it 
came to have less and less meaning in the years following World 
War I. According to the mercantilist doctrine, a wise nation pur- 
sued a policy which gave it a “favorable” balance of trade—that 
is, an excess of exports over imports. In this way it accumulated 
gold and became prosperous. During the inter-war period, on the 
other hand, when unemployment was widespread, there was a 
tendency to use exports not to acquire gold, but as a means of 
providing employment, although certain countries—notably the 
United States—accumulated gold in the process. 

If we examine the relationship between foreign trade and 
employment we can see why nations sought to expand their 
exports—or to reduce their imports—as a method of solving their 
unemployment problems. From the point of view of employment, 
the process of foreign trade is that of substituting one kind of 
employment (that “given” by exports) for another (that “taken 
away” by imports), with the purpose of gaining a net increase in 
productive efficiency from the substitution. But if the trade is 
out of balance, if imports exceed exports or exports exceed 
imports, the process of exchange either takes away more employ- 
ment than it provides or provides more employment than it takes 
| away. Of course, a balance of exports and imports creates neither 

employment nor unemployment, but leaves the situation un- 
affected. This means that a nation which is suffering from unem- 
ployment will seek to maintain an exports surplus, since this 
creates a net addition to employment. Or, if it has an import 
surplus it will seek to change its position since an import surplus 
involves a net loss of employment. 
The results of maintaining or promoting an export surplus in 
a less than fully employed economy are striking. It is obvious, in 
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the first place, that some men will be at work producing goods for 
export instead of being idle; but even more important is the fact 
that these men now have wages to spend and their expenditure 
will augment home demand for consumers’ goods and draw into 


productive employment additional men who would not otherwise 


be employed. Economists have called this the “multiplier” princi- 
ple. If 1,000 men are put to work producing goods which make up 
an export surplus, these 1,000 men by spending their wages give 
employment to, say, 600 more. These men will then buy the 
products of another 360, products which would otherwise be 
unwanted. If we follow this process to the end we might find 
that by putting 1,000 men to work on additional exports perhaps 
as many as 1,500 men will have been given jobs producing for 
home consumption. Thus, an export surplus—even if it were 
given away or sold on a credit which was never paid back— 
benefits a nation by stimulating employment and prosperity at 
home. 

A nation which finds itself in the midst of depression can be 
expected, therefore, to seek a means of escape through a policy 
which would be almost fantastic for a fully employed country. It 
will take measures to keep out real wealth (imports) offered by 
other nations and to send its own real wealth (exports) to the rest 
of the world. A country enjoying full employment and active 
demand, on the other hand, will view exporting simply as a 
means of paying for necessary imports, and will restrict imports 
only when it does not have the exports to pay for them. In other 
words, it is interested in saving labor and increasing its standard of 
living by making use of the international division of labor. 

Recent history records the fact that nations have acted very 
much in this manner. During World War II, when the United 
States and Britain have been threatened by a shortage of labor, 
they have not been anxious to force their exports on other coun- 
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tries or to keep out imports. Even before the outbreak of war in 
1939, the Soviet Union and Nazi Germany were eager buyers of 
imports, and limited their demands merely because of their 
inability to export enough to pay for more imports. But in the 
thirties, and to a lesser extent in the ’twenties, the capitalist 
democracies—both large and small—made determined efforts to 
restrict imports and expand exports, and this largely because their 
economies were under-employed. 

As we have seen, a depressed economy acts rationally when it 
pursues such a policy. But it is a strangely limited sort of 
rationality, and one which in the end is bound to be self-defeat- 
ing. It is limited because there are other ways of creating home 
employment—public works, for example—which do not benefit 
one country at the expense of others. And it is self-defeating just 
because it is a “beggar-my-neighbor” policy. For the inevitable 
counterpart of one country’s export surplus is another’s import 
surplus, and if that other country is also in a depressed condi- 
tion, its own depression is deepened to the same degree by which 
the surplus country’s depression is lightened. This means, of 
course, that the second nation will take measures to cut its imports 
and expand its exports, perhaps through a combination of 
higher tariffs to restrict its purchases and export subsidies to 
help its sales. This was the pattern of frustration which blocked 
the channels of world trade in the ’thirties. 

During the inter-war years the United States appears to have 
been as guilty of exporting unemployment as almost any other 
nation. True, our export surplus was not something which we 
simply chose to have, any more than other countries’ import sur- 


pluses were something they chose to have. It arose out of the 
economic development of this country, particularly as it was 
accelerated by World War I. But, although we recognized by the 
thirties that our position as a creditor nation called for an increas- 
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ing ratio of imports to exports, the government could do little 
about it. Measures to increase imports faster than exports—such 
as a substantial reduction of tariffs—were impossible because 
they would have added, at least temporarily, to the unemployment 
problem in this country. Steps to reduce the flow of American 


exports were out of the question for the same reason. 

With these considerations in mind we may wonder what effect 
the desire for full employment may have on American foreign 
trade in the years after World War II. The tendency will be for 
the United States to continue to have a heavy export surplus not 
only because the world’s need for American goods will be greater 
than our need for foreign goods but also because other countries 
will not have products of their own in sufficient quantities to 
pay for the goods which they will want from us and we will be 
anxious to sell. Moreover, during the reconstruction period many 
other countries—certainly those in Europe—should be enjoying 
full employment and active demand and should not fear the 
employment effects of an import surplus. Under these circum- 
stances a large export surplus from the United States, financed by 
extensive foreign lending on our part as described on page 29 ff of 
this issue, will not be unwelcome to the rest of the world. And it 
will undoubtedly contribute substantially to the maintenance of 
employment in this country during the reconversion period. 

Other countries are not likely to borrow heavily from us, 
however, unless they feel reasonably sure that this country will 
accept their exports. Otherwise they will be mortgaging them- 
selves with no prospect that they will be given the opportunity to 
pay off the mortgage. But, this is where the rub comes. If we are 
to be paid for our exports and for our loans, we will have to 
accept a large volume of imports and at some point be prepared 
to accept an import surplus. And this means that we cannot, at one 
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and the same time, attempt to provide employment by an expan- 
sion of exports and by restricting imports. 

Much has already been said, for example, about protecting our 
expanded textile industry in order to safeguard the capital and 
labor now employed in it. But at the same time, we are confidently 
expecting to provide employment for many men by exporting 
machinery, motor vehicles and a host of other products in which 


the United States has a competitive advantage. We cannot do both, 
at least not for long. In other words, as we plan our reconversion 
employment we must be prepared to sacrifice some employment 
opportunities if we expect to gain others in our export industries. 
This is not simply because we must buy foreign goods in order 
to provide other nations with the dollars to pay for our goods, 
and ultimately with the dollars to pay back our loans. It is also 
because other nations—with the exception of the economically 
backward countries—may have unemployment problems as their 
economies are reconverted from wartime to peacetime produc- 
tion or after they have recovered from war devastation. Under 
these circumstances, they would want to reduce the import sur- 
pluses which are the counterpart of our export surplus or even to 
encourage an export surplus as a stimulus to employment. As a 
result they would take measures to cut imports and force 
exports. This would reduce our exports and if we still feared 
unemployment we would pursue the same policies. Thus the 
vicious circle all over again! 

This does not mean that it will be contrary to the best interests 
of the American economy and the world economy for the United 
States to depend on its export trade to supply employment in the 
reconversion from war to peace production. It is entirely proper 
that foreign markets should be counted on to absorb some of the 
surplus production of our war-expanded economy. Indeed, an 
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expansion of American exports which helped to maintain produc- 
tion and employment in this country would of itself provide 
foreign nations with a large market for their goods. But our 
foreign trade program must be synchronized with internal 
adjustments designed to provide for our long-run employment 
needs. To conduct our foreign trade for any length of time with 
the intention of using an export surplus to maintain employment 
can only end in the breakdown of international commerce. 

It seems clear that we should export those goods in the produc- 
tion of which we have a comparative advantage and import those 
in which other nations have the advantage. As we gain employ- 
ment in the export industries we may have to give up some in 
industries which are now protected and unable to meet foreign 


competition. But to protect inefhicient industries from foreign 


competition is similar in its economic effects to refusing to make 
use of labor-saving machinery. To take advantage of the inter- 
national division of labor is to make use of a labor-saving device. 
Both increase productive efficiency and raise living standards. 
If we can solve our employment problem, and solve it without 
creating an employment problem for other nations, we can then 
export real wealth only in return for real wealth and our foreign 
trade will be put on a sound basis. 
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